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GOVERNMENT PATENT PRACTICES 


TUESDAY, MAY 17, 1960 


U.S. Senate, 
SUBCOMMITTEE ON PaTENTS, TRADEMARKS, 
AND COPYRIGHTS OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:45 a.m., in room 2228, 
New Senate Office Building, Senator Joseph O. O’Mahoney pre- 
siding. 

Present : Senators O’Mahoney (presiding) and Hart. 

Also present: Robert L. Wright, chief counsel, Patents, Trade- 
marks, and Copyrights Subcommittee; John C. Stedman, associate 
counsel; Hershel F. Clesner, assistant counsel; Clarence M. Dinkins, 
assistant counsel, and George S. Green, professional staff member 
Senate Judiciary Committee, and Richard M. Gibbons, of the staff of 
Senator Wiley. 

Senator O’Manoney. The subcommittee has before it this morning 
two bills, one, S. 3156, which I introduced last March to provide for 
the protection of the interests of the United States in basic research 
with respect to patent rights arising from research conducted under 
projects Sanne by the United States. This bill may appear in the 
record. 

(S. 3156 follows :) 

[S. 3156, 86th Cong., 2d sess.] 


A BILL To provide for the protection of the interests of the United States in basic 
research with respect to patent rights arising from research conducted under projects 
financed by the United States 


Whereas the National Science Foundation has statutory responsibility for the 
promotion and coordination of all basic research financed by the Federal Gov- 
ernment; and 

Whereas said Foundation has not yet determined the extent of the possible 
adverse impact on such research of patent provisions in various research con- 
tracts which reserve to the research contractor or grantee the right to exclude 
the Government or members of the public from the practice, in competition with 
the said contractor or grantee and his commercial licensees, of the inventions 
produced by such Government financed research : Now, therefore, 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) no contract or agreement entered 
into by any department or agency of the United States with any contractor or 
grantee for the conduct of research by such contractor or grantee may contain 
any provision by reason of which such contractor or grantee would acquire the 
right to exclude the United States or any department or agency thereof or other 
members of the public from practicing, in competition with the said constractor or 
grantee or any licensee of such contractor or grantee, any invention produced 
under that contract or grant, unless a determination has been made in compliance 
with subsection (b) on the question whether the inclusion of that provision in 
such contract or agreement would adversely affect the basic research program of 
the United States. 
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(b) Before any provision of the kind described in subsection (a) may be in- 
serted in any such contract or agreement, the proposed contract containing such 
provision shall be submitted to the National Science Foundation for considera- 
tion by the Director thereof. If the Director determines that the inclusion of 
that provision will not adversely affect the basic research program of the United 
States, he shall at the earliest practicable time advise the department or agency 
primarily responsible for the proposed contract to that effect in writing. Before 
making such a determination the Director shall obtain from the Attorney Gen- 
eral an opinion as to the probable effect of that provision upon competition in 
the field of technology to which the contract relates and transmit a copy of that 
opinion to the responsible department or agency. If the Director determines that 
the inclusion of such provision in that contract or agreement may adversely af- 
fect the basic research program of the United States, he shall state his reasons 
therefor in a written report made at the earliest practicable time to the depart- 
ment or agency primarily responsible for the proposed contract. 

(c) The requirements of this Act shall not apply with respect to any contract 
or agreement which does not contemplate providing technical information or 
data for the benefit of any other person, institution, or organization engaged in 
research for or on behalf of the United States or any department or agency 
thereof under any contract or grant. 


Senator O’Manoney. The other bill is one which I introduced yes- 
terday. It has not yet been printed. 

Mr. Green. The number is S. 3550. 

Senator O’Manonry. 8. 3550, a bill to establish a national policy 
for the acquisition and disposition of patents upon invention made 
chiefly through the expenditure of public funds. 

I hand these to the re porter. 

(S. 3550 follows :) 

[S. 3550, 86th Cong., 2d sess. ] 


A BILL To establish a national policy for the acquisition and disposition of patents upon 
inventions made chiefly through the expenditure of public funds 


Be tt enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the United States shall have exclusive 
right and title to any invention made by any person in the performance of any 
obligation arising from any contract or lease executed or grant made by or on 
behalf of the United States. 

Notwithstanding any law, custom, usage, or practice to the contrary, no in- 
vention resulting from a research contract or grant financed by the United States 
shall be patented other than in the name of the United States and no patent re- 
sulting from such a contract or grant shall be issued, assigned or otherwise 
transferred to any person, corporation, or association as compensation under 
any such contract or grant. 

Senator O’Manoney. This committee has conducted extensive in- 
vestigations during the past several months, and it has discovered 
the fact that there is no uniform policy among the agencies of the 
United States with respect to the patents which are the result of re- 
search and grants for which the Government of the United States 
is spending ‘billions of dollars. We have therefore decided to raise 
this matter in public. 

Our first witness this morning will be called by Mr. Wright, counsel 
for the committee, who will open the hearing. 

Mr. Wricur. What this hearing is about was aptly put by the 
Comptroller General of the U nited States when he said in effect that 
the question Congress should resolve is whether the Government 
should take title to patents issued for inventions developed under its 
research contracts, or whether a royalty- -free license to use these in- 
ventions is sufficient to protect the Government’s interest. 

In 1947, after exhaustive investigation, the Attorney General rec- 
ommended that the Government should obtain title to substantially 
all of the inventions produced by (rovernment research contracts, 
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In 1956 the then Attorney General pointed out that retention of 
title taken out on such inventions ‘by Government contractors might 
produce an undesirable concentration of economic power. 

In 1958 this subcommittee began an investigation of Government 
patent practices to find out whether the agencies handling research 
contracts had followed or ignored the Attorney General’s recom- 
mendation. 

This investigation is still continuing, and what we have found to 
date is set out in a series of published reports as to the practices of 
particular agencies, 

These reports show that the Government agencies carrying on 
scientific research are presently pursuing contradictory patent pol- 
icles even when they are working with the same contractor in the 
same research field. These reports produced an accurate account 
of the experience of these agencies in dealing with patents in the last 
10 years. And each report was submitted to the agency before its 
publicaiton for the agency’s comments and corrections. 

For that reason, we are not going to spend time at this hearing 
in developing these matters already established in these reports. We e 
are going to try to find out here w hy it is that some of these agencies 

take title to patents while others take only a license to use patents 
where the Government’s interest in the patented inventions appear 
to be the same in both cases. 

Our first witness will be Mr. Robert F. Keller, the General Counsel 
of the General Accounting Office. That Office reviews the Govern- 
ment’s contracts to see that the Government gets what it pays for, and 
its interest in this matter needs no further explanation. Ordinarily 
if the Government buys something, it gets title. In the case of pur- 
chases of services which result in patents, it would normally get title 
to the patents, 

What we are inquiring about here is whether there are circum- 
stances under which the Government's interest is adequately protected 
without title, and if so, exactly what those circumstances are, in 
concrete terms. 

After Mr. Keller we hope to hear from Dr. Waterman, who is the 
Director of the National Science Foundation. This is the agency that 
Congress established in 1950 to promote and to coordinate basic scien- 
tific research. Basic research is research which offers no immediate 
profit, and has traditionally been a responsibility of nonprofit institu- 
tions. The Foundation was established because Congress was per- 
suaded that these institutions, principally the universities and the col- 
leges, did not have funds adequate to meet this country’s demands for 
basic research, nor did they have the authority needed to channel the 
Government’s funds that were available for such research into the 
areas of greatest public benefit. 

Congress said in the enabling act that the Foundation should an- 
nually report to the Congress, and I will here quote from the act 
itself : 


Information as to the acquisition and disposition by the Foundation of any 
patents or patent rights. 

The act also provides that the Foundation shall make such annual 
recommendations to Congress as it deems appropriate. But the Foun- 
dation has never reported the acquisition of any patents, nor has it 
made any recommendation as to patent policy. 
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Our published report on the Foundation discloses what we thought 

yas an extraordinary indifference by the Foundation to the impact 

that patent clauses may have on the objectives of basic research 
contracts. 

S. 3156, recently introduced by Senator O'Mahoney, is a bill in- 
tended to correct this indifference, and we have, of course, sought Dr. 
Waterman’s views as to this matter. 

Dr. Waterman will be followed by representatives of the Depart- 
ment of Health, Education, and Welfare, which currently invests more 

ublic money in research than any of the Federal agencies, except the 

Jepartment of Defense, the Atomic Energy Commission, and the 
National Aeronautics and Space Administration. HEW generally 
pursues a policy of making the results of its research freely available 
to the public through the publication or dedication of its inventions. 
However, HEW has recently made exceptions to that policy in favor 
of a small group of private contractors who insisted upon commercial 
patent rights for themselves, as a condition of undertaking research 
related to cancer-chemotherapy. 

Why there is not a uniform patent policy even with respect to the 
research contractors employed by this one agency is, of course, one of 
the matters that will be touched upon. 

HEW will be followed by representatives of the Veterans’ Admin- 
istration, which is also engaged in medical research, but VA’s general 
patent practices are quite different from the general policy of HEW. 
The views of the VA representatives will be sought as to why that 
agency chooses, as a matter of general policy, to leave to private con- 
tractors the public dissemination of the benefits of its medical research. 

Although VA apparently has the same kind of obligation that 
HEW has, to make the benefits of its medical research freely available 
to the general public, VA does not take title to patents or otherwise 
dedicate its inventions to the public. 

The next agency considered will be the Tennessee Valley Authority, 
which does no contract research, and which takes title to all inventions 
resulting from its research. 

Unlike most Government agencies, however, TVA does maintain 
accurate information as to the use made of all of the inventions pro- 
duced by its scientific research expenditures. One of the arguments 
frequently made against Government ownership to the title of an 
invention is that under such conditions the invention is seldom used. 
TVA/’s experience has been largely ignored by the congressional com- 
mittees which have considered this problem. 

We therefore thought it advisable to give the Chairman of TVA 
an opportunity to present at this hearing data as to the use of Govern- 
ment inventions which has so far been rather generally overlooked. 

We intend, of course, to see that all other interested agencies have 
an opportunity to express their views before these hearings are closed. 
However, what I have outlined is all that we hope to accomplish in 
the present 114-day schedule. 

Senator O’Manoney. Will you call the first witness? 
Mr. Wricut. Mr. Keller. 
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STATEMENT OF ROBERT F. KELLER, GENERAL COUNSEL, GENERAL 
ACCOUNTING OFFICE; ACCOMPANIED BY WAYNE SMITH, ATTOR- 
NEY, OFFICE OF THE GENERAL COUNSEL 


Senator O’Manonry. Mr. Keller, let the Chair say before you begin 
your testimony that the public should not overlook the fact that we 
are engaged in a cold war with Soviet Russia. The events at the 
summit this week indicate clearly the challenge that is presented to us. 
In the research of scientific endeavor, it is most important that the 
United States should have an absolutely uniform procedure. We can- 
not afford to drift along as though the whole world belonged to us 
and can be taken over by contractors and business; we have got to 
preserve the public interest, which means the interest of us all. 

We are very glad, Mr. Keller, to hear from you. 

Mr. Kextier. Thank you, Mr. Chairman. I have a prepared state- 
ment which I would like to present. 

Mr. Chairman, we are very glad to comply with your request to 
appear before you and present our views with respect to patent poli- 
cies and practices of the various departments and agencies in con- 
tracting for research and development work. 

At the outset we wish to make it clear that the General Accounting 
Office has not made any special studies in the patent area. Quite 
naturally, in carrying out our regular work we have observed certain 
practices of the departments and agencies. 

As illustrated by the studies made and reports issued by this sub- 
committee, the patent rights which result from Government research 
and development contracts are handled in various ways, depending 
upon legislation governing particular agencies, or established adminis- 
trative practices. The differences in contracting in this area can be 
illustrated by the following: 

1. The Government has retained the power to determine at its dis- 
cretion the disposition of all patentable discoveries or inventions 
which might arise out of the performance of the contract. 

2. The Government has asserted title to the inventions subject to a 
possible waiver of rights in the title back to the contractor. 

Senator O’Manonery. May I interrupt you there ? 

The sentence in each of these three paragraphs says “the Govern- 
ment has.” 

Mr. Keter. Yes, sir. 

Senator O’Manoney. Should it not be “the agency has for the 
Government” ¢ 

Mr. Ketxier. That is correct, Mr. Chairman. 

Senator O’Manonry. I would like to have it made clear that in some 
of these instances, notably those under what you have called adminis- 
trative practice, the agencies have assumed the right of Congress. 

The Eonstitution gives to Congress the power to pass legislation 
on the subject of patents, it does not give it to any administrative 
agencies at all. 

You may proceed. 

Mr. Ketier. In the general categories we are using here, some are 
by administrative regulation and some pursuant to law. 





























































































































GOVERNMENT PATENT PRACTICES 
3. The Government has reserved to itself complete ownership of 
any patents which might arise out of the performance of the contract, 
with a license back to the contractor. 

4. The right to obtain and retain title to such patents has been left 
with the contractor with a reservation in the Government to receive 
a royalty-free license. 

5. The ownership of such patents has been left with the contractor 
with a reservation in the Government to receive, in addition to a 
royalty-free license, the power to require the licensing of others. 

6. The Government has obtained title to the patent and permits free 
use thereof with or without issuance of a revocable license. 

I wish to add, Mr. Chairman, there may be other variations. We 
have not made a complete examination of the field. 

The question of patent rights under Government contract has re- 
ceived a great deal of study over a period of years. 

In 1947 the then Attorney General issued a report that urged full 
Government ownership of all patents resulting from Government re- 
search and development contracts. That report, in summary, urged 
this policy, with few exceptions, as being in the public interest to 
assure free availability of the technology to all American industry, not 
just the immediate contractor; to avoid undue concentration of patents 
in the hands of a few large corporations, and to prevent possible sup- 
pression of the inventions paid for by the public. 

The recommendations of the Attorney General in 1947 apparently 
caused considerable question to be raised, both in and out of the 
Government. 

Senator O’Manonery. The Attorney General was Francis Biddle, 

yas he not, in 1947 ? 

Mr. Kexer. I think it was Attorney General Clark, but I would 
have to verify that, Mr. Chairman. 

Senator O’Manoney. I was under the impression that Biddle had 
started this procedure. 

Mr. Ketrer. I think the study was started in 1943 which culminated 
in the 1947 report. 

In November 1956 a report of the Attorney General under the De- 
fense Production Act considered the recommendations of the prior 
Attorney General and the opposing views. 

The 1956 report attempted factual analysis of the problem as the 
prerequisite of fair solution. It noted, however, that the complexity 
and volume of the Government’s research needs and the urgency of 
much defense-related research made analysis extremely difficult. It 
noted lack of data adequate to indicate the full scope of the problem, 
particularly with respect to industry’s reaction to the differing 
policies of the important research agencies. It concluded that further 
careful study of the economic and defense questions presented by the 
agencies directly responsible was warranted to elicit, if possible, the 
needed data. 

After the 1956 report was issued, the agencies directly concerned 
formed a study group under the Interagency Task Force for Review 
of Government Procurement Policies and Procedures. The study 
group explored many facets of the problem but none of the ap- 
proaches used resolved the basic complexities of the matter or seemed 
to afford a means of achieving adequate basis for a solution. 
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At this point, the group recommended a pilot study by the George 
Washington University to recommend basic techniques for solution 
of the problem. It is our understanding that this study has not been 
completed. 

Congress itself has considered the question. 

For ‘example, the Atomic Energy Act of 1954 and the policy fol- 
lowed under the National Aeronautics and Space Act of 1958 both 
generally provide for title to inventions discovered by a contractor 
to be retained by the Government, rather than the contractor. Your 
subcommittee has issued a number of reports. Currently, the matter 
is being considered by the House Committee on Science and Astro- 
nauties which has under consideration a bill to amend the patent pro- 
visions of the NASA Act of 1958 so as to provide discretionary author- 
ity concerning the disposition of — rights in inventions conceived 
or first reduced to practice under NASA experimental, developmental 
and research contracts. Also, the Monopoly Subcommittee of the 
Senate Select Committee on Small Business has held hearings on the 
subject. 

It is quite evident from the reports on the studies made thus far 
that there are many divergent views on the subject. The basic prob- 
lem is whether the Government should take title to patents developed 
by private concerns under Government-financed research and develop- 
ment contracts, or whether, in the light of present-day circumstances, 
the Government’s interest may be sufficiently protected by retaining 
a royalty-free license covering all governmental uses. The former 
is basic policy under the Atomic Ei nergy Act of 1954 and the Na- 
tional Aeronautics and Space Act of 1958. The latter has been the 
prevailing practice in the administration of research and development 
contracts entered into by the military agencies. 

While, as earlier indicated, we have not made any special studies in 
the patent area, we have obser ved certain practic es in carrying out our 
regular work. We have made a recent examination of one of the ma- 
jor defense contractors. The contracts contained the standard clause 
concerning patents which is prescribed by the Armed Services Pro- 
curement Regulation. 

In substance, the contractor obtains patent rights but the Govern- 
ment receives a royalty-free license to practice or have practiced any 
inventions conceived or first actually reduced to practice in the course 
of performing the contract work. The contractor is required to fur- 
nish to the contracting officer information as to each invention dis- 
closed as a result of the contract work, which reasonably appears to 
be patentable, and to specify whether or not a patent application will 
be filed. 

As a condition of employment, the contractor’s employees were re- 
quired to assign to the contractor any inv entions, developments, and 
discoveries made or conceived during the period of their employment. 

As of June 30, 1959, 218——— 

Senator O’Manonry. Mr. Wright, do you have a copy of that 
clause ? 

Mr. Wrieut. I think we have that in our report. 

Senator O’Manonery. Will you see that it is in the record of these 


proceedings at this point ?* 





1The provision in question was read into the record by Mr. Wright at p. 17, infra. 
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Mr. Wricut. Yes, we can do that. 

I would also, if I might, like to ask Mr. Keller a question at this 
point as to whether or not these contracts he is referring to are cost 
plus contracts. 

Mr. Keiuer. The contracts are cost plus. 

Mr. Wrienr. Is there any reason why we shouldn’t have the name 
of the contractor at this point ? 

Mr. Kevtrer. Mr. Wright, we are about to make a report to Congress 
in this case, which will be in a few days, and therefore I would prefer 
not to do it at this time. 

Mr. Wricut. What I was interested in is whether or not the salaries 
of the employees you refer to are in effect paid for by the Government 
under cost plus provisions. 

Mr. Ketter. I would say yes. 

Senator O’Manonry. May I emphasize what you have just said 
to make sure that this is your meaning. I am doing this because I 
want it to be clearly understood as a fact, if it is a fact. 

You say: 


As a condition of employment, the contractor’s employees were required to 
assign to the contractor any inventions, developments, and discoveries made or 
conceived during the period of their employment. 

That is the fact; is it not? 

Mr. Ketxer. That is the fact in this case. 

Senator O’Manoney. Do you contemplate any reason why the Gov- 
ernment should be more lenient than the contractor ? 

Mr. Ketier. I have to answer it this way, Mr. Chairman. Since 
we have made a limited study, we do not feel that we are in a posi- 
tion to give you a considered judgment that the Government in all 
cases should retain patent rights, or conversely, that it should not. 

Senator O’Manonry. I think the question answers itself. 

Thank you, Mr. Keller. You may proceed. 

Mr. Ketirr. Speaking of the same contractor, as of June 30, 1959, 
218 patent. disclosures had been made by the employees of the con- 
tractor arising from work under Government contracts; 192 dis- 
closures were developed under Air Force contracts, and 26 were de- 
veloped under other Government contracts. 

In connection with the 218 disclosures, 62 patent applications were 
filed, 2 of which have been granted; 33 epilieations were approved 
for filing; 57 disclosures were under evaluation, and 3 were awaiting 
evaluation. The remaining 62 disclosures were in an inactive status. 
Two of the disclosures were combined into a single patent applica- 
tion. 

We were informed by the patent counsel of the contractor that pat- 
ent applications are not filed for all inventions that are disclosed. 
Patent applications are filed for disclosures which have potential com- 
mercial benefit, and in some instances patent applications are filed for 
morale purposes; that is, to provide recognition of the inventor. 

We were informed, how ever, that patent applications are not filed 
for inventions that only have military applicability. Disclosures in 
this area are classified as inactive. 

Mr. Wriaur. May I interrupt you there to ask a question ? 

As I understand you, this was a contract made with one of the 
military agencies, presumably to develop inventions having military 
application; was it not? 
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Mr. Keizer. The particular contracts, Mr. Wright, were not strictly 
research and development, yet they were not production contracts, 
they were technical assistance and engineering contracts. 

Mr. Wricut. I gather for military purposes by one of the defense 
agencies ¢ 

Mr. Kexuer. That is correct. 

Mr. Wrieut. And yet you say here that if the invention has a mil- 
itary application, then no patent application is filed at all? 

Mr. Ketter. That is correct. 

Mr. Wricut. And apparently then the only patent applications are 
filed for commercial uses which are, I suppose, of interest only to the 
contractor ¢ 

Mr. Keiier. The contractor filed for his own use. Of course the 
Government receives a license to use. 

Mr. Wricur. What I am getting at is, is it fair to say that the result 
is that if an invention that has military application is developed, the 
Government gets no patent rights at all, but if an invention which 
has commercial possibilities is developed, the Government gets a 
license to use, which it really has no use for? 

Mr. Keturr. I think I could only answer that by saying that ap- 
parently the contractor is not interested in obtaining patents which 
have only military application. 

Mr. Wricur. 1 am looking at it from the standpoint of the Gov- 
ernment. I take it under this kind of an arrangement all the Gov- 
ernment gets is a license to use some of these inventions that they would 
have no particular use for since it is a commercial usage in any event. 

Mr. Ketuer. I assume that some of the patents applied for which 
have commercial value could be used by the Government in connec- 
tion with other procurements. Under the license the Government 
would havea right to use the patented discovery. 

Mr. Wricur. That will come out, I guess, in the next part of your 
Statement. 

Will you proceed ? 

Mr. Ketter. While at the time of our examination no estimate 
could be made of the value of the patents obtained or applied for as 
a result of the Government contract work, the contractor classifies 
inventions as follows: 

1. Primary: Relates to a development believed to be sufficiently 
basic and important to provide a basis for a new industry or an en- 
tirely new product line; or one which may have a major effect on 
the expansion or conversion of an existing industry or product line. 

2. Secondary: Relates to a development which is part of an im- 
portant commercial or patent position—for example, one of several 
developments relating to a major commercial program or to an active 
patent licensing program—or which offers the possibility of obtainin 
enforceable patent protection for a particular product as to whic 
commercial use is definitely predictable. 

3. Speculative: Relates to a development which offers the possi- 
bility of obtaining patent protection of substantial or broad scope, 
but whose use or importance is not yet definitely predictable. 

4. Marginal: Relates to a development believed to be of minor im- 
portance or of marginal patentability, but which still justifies patent 
consideration for some special reason—the case I pointed out before, 
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to provide recognition of the inventor or to provide insurance against 
patenting by competitors. 

Senator O’Manoney. May I interrupt you again, Mr. Keller? 

Mr. Ketier. Yes, sir. 

Senator O’Mauonry. I recognize your desire not to give the name 
of the contractor or the nature of the work until you report to the 
Congress. Can you say, however, if the contractor was an individual 
or a corporation 

Mr. Ketuer. A corporation. 

Is the corporation represented in the room ? 

Mr. Ketter. I do not know, sir. 

Senator O’Manoney. I am not asking you the question, Mr. Keller, 
I am addressing the audience. 

Please rise if the corporation is represented in the room. I want 
to give an opportunity to that contractor to testify. 

The contractor apparently is not represented. 

Proceed, Mr. Keller. 

Mr. Ketuer. Based on the classification I have just read, the con- 
tractor rated the 62 disclosures for which applications have been filed 
and the 33 which were approved for filing as of June 30, 1959, as 
follows: 

BN ee A doce geese ee eee ae eee 
Secondary 


Speculative 
Marginal 


Mr. Wricut. May I ask a question at that point, Mr. Keller? 


These 11 primary applications that you have listed there are ac- 
cording to your definitions ? 

Mr. Ketter. The definitions of the contractor. 

Mr. Wricurt. According to the definition these applications relate 
to a development believed to be sufficiently basic and important to 
provide a basis for a new industry or entirely new product line or 
one which may have a major effect on the expansion or conversion of 
an existing industry or product line. 

Now, if I understood you correctly, you said the patent clause that 
was applicable there was the standard Armed Forces procurement 
clause which does, does it not, give to that contractor the right to 
exclude everyone but the Government from the use of that invention 
or those inventions, if the applications mature into patents. 

Mr. Ketter. I feel quite certain that is correct, Mr. Wright. 

Mr. Wrieut. In that instance you might have a basic development 
which the Government had paid for but which the contractor could 
use to exclude others from sharing in the development ; is that correct ? 

Mr. Ketter. I think that is correct. I think the important matter 
of the tabulation is that out of the total of 95, we have 80 which 
fall within the category of primary or secondary. 

Now what the ultimate outcome will be is speculative, because these 
are ratings given by the contractor, and future developments can 
change the course one w ay or another. 

Mr. Wricur. I-understand. This is just the best guess at the time 
as to what may eventuate. 

Can you tell us the general field that contractor is in? 








INoor- 


ut 


nt 
kk 

t? 
er 
ch 


se 
an 


ne 








GOVERNMENT PATENT PRACTICES ll 





Mr. Ketter. Technical assistance and engineering. 

Mr. Wricut. Can you tell us the substance of the engineering be- 
yond that ? 

Mr. Ketter. I would prefer not to at this time, Mr. Wright. 

Mr. Wrieur. All right. 

Senator O’Manoney. Mr. Wright, I was going to ask you, is not 
this clause and this definition clearly an attempt to defeat free 
enterprise ¢ 

Should not such a patent go into the public domain immediately, 
for the benefit of all the people 4 

Mr. Wrieur. I think it is quite clear, isn’t it, Mr. Keller, that what- 
ever benefits, commercial benefits, there are to be obtained under 
those patents are in this instance reserved for this particular con- 
tractor; is that not true? 

Mr. Ketier. Yes. 

Senator O’Manonery. The corporate contractor. 

Mr. Ketxer. The contractor, through a subsidiary corporation, also 
performed work for one of the military departments under which 
22 patent disclosures were made during the period November 1, 1958, 
to June 30, 1959. The subsidiary also performed work for the Na- 
tional Aeronautics and Space Administration under contracts nego- 
tiated for NASA by one of the military departments. These latter 
contracts contained special provisions under which title to inventions 
in the space program is retained by NASA, pursuant to the National 
Aeronautics and Space Act of 1958. We have been informed that 
the patent rights to the two patent disclosures under the contracts for 
NASA work are owned by NASA. 

Mr. Wricut. Do you know why NASA found it necessary to nego- 
tiate in this particular instance through one of the military depart- 
ments instead of its own officers ? 

Mr. Ketter. In this particular instance, Mr. Wright, I don’t know. 
I do understand that it is not an unusual practice that the Air Force 
will negotiate a contract for NASA. It may be that they are the 
main contracting agency working with the contractor. 

Mr. Wricut. That is what I wanted to get at, is what the circum- 
stances were under which NASA found it desirable to have the mili- 
tary negotiate for it rather than negotiate itself. 

Do I understand that where one of the military departments may 
negotiate the contracts if it is being done by NASA and paid for 
by NASA funds, then the Defense patent policy is not used but, 
rather, the policy of the Space Agency ? 

Mr. Ketter. Yes. Continuing my statement, in cases where work 
is sponsored and completely financed by the Government, and per- 
formed for the express purpose of accomplishing research and de- 
velopment, there are persuasive reasons for urging that, in addition 
to the right to the free use of any inventions, improvements, or dis- 
coveries resulting therefrom, the Government should retain the prop- 
erty rights thereto, including any patents that might be granted 
therefor. Cf. United States v. Houghton, D.C. Md., 1927 (20 F. 2d 
434 affirmed by the Fourth Circuit Court of Appeals, 1928, 23 F. 2d 
386), holding that where an employee of the Public Health Service 
made a discovery or invention while employed to conduct experi- 
ments for the purpose of making it, his invention was the property 
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of his employer, the United States; and Ordnance Engineering Corp. 

v. U.S. (1929) (68 C. Cls. 301, cert. denied 302 U.S. 708), where the 
weak was of the view that a Government contractor may occupy the 
same position as a Government employee with respect to rights in an 
invention made at the Government’s direction and expense. 

We recognize, however, that persuasive reasons, particularly incen- 
tive on the part of the contractor, can also be advanced for allowing 
the contractor patent rights to inventions, improvements, or discoveries 
made during the per formance of a research and development contract 
with the Government. 

Mr. Wriegut. May I ask you a question, Mr. Keller? 

Mr. Keturr. Yes, sir. 

Mr. Wrieut. You mentioned patent rights as an incentive to the 
contractor as a persuasive reason for allowing him to retain title. In 
your judgment would that be a proper incentive where the objective 
of the contractor is to produce basic research rather than some specific 
applied concrete development ? 

Mr. Keer. I think of it this way, Mr. Wright. At least argu- 
ments have been advanced, and very frankly we have not felt we were 
in a position to completely e valuate them, that if a contractor does not 
retain patent rights, he in effect has little incentive to go out of his 
way to do anything more than is just what is required under the con- 
tract. How much w eight you should give that argument, I cannot 

judge 

Mr. Wricur. I would assume that when it comes to basic as dis- 
tinguished from applied research, that certainly the objective of the 
contract would not be the production of inventions in any event, 
would it ? 

Mr. Ketter. No, it would not. 

Mr. Wricut. When you speak of incentive, these cost-plus con- 
tracts you are referring to all have a substantial margin of profit 
that is guaranteed or given to the contractor in addition to reimburs- 
ing costs, is it not ? 

Mr. Ketier. Yes, a fee. 

Mr. Wricurt. I beg your pardon. 

Mr. Keuter. The contractor receives a fee. 

Mr. Wricut. Soif y ou are talking about it in terms of the incentive 
of the profit on the work, the contractor is assured of it whether he 
gets patent rights or not? 

Mr. Ketter. Certainly profit is an incentive, but patent rights are 
an additional incentive. 

Senator O’Manoney. Let the chairman remark, as a member of the 
Senate in 1949, and as one who has frequently talked with the late 
Senator Thomas who presented the National Science Foundation bill 
to the Senate, that when the National Science Foundation was estab- 
lished by law, there was no ee whatsoever of providing an incen- 
tive for the contractor. The sole thought was to create the National 
Science Foundation in the public interest. 

You may proceed. 

Mr. Dinxrns. May I ask Mr. Keller one question? 

Senator O’Manoney. Yes, Mr. Dinkins. 

Mr. Dryxrns. On this question of incentive in addition to the cost- 
plus-fixed-fee arrangement guaranteeing a cost to the contractor, 
aren’t there many advantages he gets ? 
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For example, doesn’t he have the benefit. of trained employees dur- 
ing the time of this research, and doesn’t he acquire technical know- 
how, so that even if the Government did take title to the patent later 
on and it was dedicated to the public and several commercial con- 
tractors went into commercial use on that patent, wouldn’t this first 
man who had ali this lead time and commercial know-how have a 
distinct advantage over his competitiors ? 

Mr. Ketuer. I don’t think there is any doubt about that. I think 
the first man in the field certainly obtains the technical know-how, he 
obtains the experience, with the result he has a definite advantage over 
his competitors. Sometimes he doesn’t retain that advantage. But 
initially he does have an advantage, as a result of the research and 
development work or the so-called pilot production work he has done. 

Continuing my statement, we think, however, that there can be 
little disagreement as to the need for uniformity where contracts are 
being performed in the same or similar research and development 
areas. 

As pointed out above, the Department of Defense and the National 
Aeronautics and Space Administration sometimes contract. with the 
same contractor on similar types of research and development work, 
but with entirely different contract provisions on patent rights. We 
feel quite certain there are a number of similar instances. 

There is a need for the establishment by Congress of basic policies 
for the determination of patent rights derived from Government. re- 
search and development programs. Whether the policies should pro- 
vide for retention by the Government of patent rights, or for the 
granting of those rights to contractors with royalty-free licenses for 
Government use or whether more flexible policies should be followed 
are matters which are for determination by the Congress. 

We suggest that in lieu of establishing one uniform policy gov- 
erning patent rights under research and development contracts, con- 
sideration might be given to legislation which would give recognition 
to the functions and problems peculiar to the activities of individual 
agencies, as well as the differences in the types of research and de- 
velopment being contracted for by the Government. 

Such legislation might appropriately set forth broad general poli- 
cies, including basic principles, guidelines, and criteria, permitting a 
measure of flexibility in administration where circumstances so dic- 
tate, and might embrace some features of the present administrative 
practices and methods. We believe such legislation could give full 
regard to all considerations designed to serve and protect the public 
interest, the Government, and contractors. 

Legislation along these lines would facilitate improved methods 
and practices for administering and carrying out our extensive re- 
search and development programs and bring about a degree of stan- 
dardization in the handling of patent rights, with substantial bene- 
fits to all concerned. 

In the chairman’s letter to us of May 9, 1960, request was made 
that we comment on certain specific matters mentioned, as follows: 

Should the Government retain property rights, including any pa- 
tents, technical know-how, and data that may be granted under work 
sponsored and financed by the Government and performed for the 
express purpose of accomplishing research and development. 


58063—60——2 
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As indicated above, we feel that insofar as patent rights are con- 
cerned, there is presented a matter which must be decided by the 
Congress. 

We suggest, however, that in lieu of establishing one uniform 
policy, consideration might be given to legislation which would give 
recognition to the functions and problems peculiar to the activities of 
the individual agencies, as well as the differences in the types of re- 
search being contracted for by the Government. 

Senator O’Manonry. Let me interrupt you there, Mr. Keller. 

It has been called to the attention of the Chair that Mr. Richard 
Gibbons, representing Senator Wiley, is in the room. 

Will you not come forward to the desk. 

Mr. Ketier. With respect to data, revision 51—— 

Mr. Wricut. Before you go to that, 1 wanted to ask you about this 
possibility of a flexible policy. 

Did you have in mind by that something similar to the kind of 
flexibility that is given to the National Science Foundation in its 
statute ¢ 

Mr. Ketter. I think that might be one approach. I have some 
comments on that particular legislation later on. However, I think 
the departments and the agencies need more specific guidelines from 
Congress. When you leave the decision entirely up to the director, 
the administrator, or the secretary to take into consideration the equi- 
ties of the Government, the equities of the contractor, and the par- 
ticular research and development to be carried out, all people don’t 
have the same views, with the result conflicting policies are followed. 

Mr. Wricur. That is what I was getting at, whether you were 
suggesting that we have a standard by which the contracting officer 
would determine that. 

Mr. Ketrer. In such a case I don’t think we would be much better 
off than now, because there would be differences of opinion. I have 
in mind that Congress should lay down policies to be applied in 
different situations, such as in basic research and applied research, and 
in research and development contracts which are in antic ipation of a 
production contract. To my mind all these things fall in different 
categories. Yet there should be some flexibility to fit individual 
cases. 

Mr. Wrient. Even fora single agency ? 

Mr. Kewier. That could be, yes. 

Mr. Wricur. Thank you. 

Mr. Cresner. Mr. Keller, in regard to this flexibility, you said that 
it should have functions and set up principles and guidelines. 

I would like to take you back to where you stated ‘that NASA gen- 
erally provides for titles to inventions. Isn’t it also true that there is 
a waiver provision there? 

Mr. Keuuer. There is a waiver provision in the Space Act. 

Mr. Criesner. And doesn’t this also provide great flexibility to 
waive, and also, aren’t there set forth in this act principles and guide- 
lines which the agency can follow ? 

Mr. Ketier. Well, I think that is true. The Administrator of 
NASA does have authority to waive. In exercising that authority 
NASA has a rather strict policy. 

Mr. Criesner. Actually, the waiver provision states that any pro- 
posal of the waiver must be first referred to the Inventions and Con- 
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tributions Board, where a record is made or should be made as to the 
reason of waiver. 

Could this be a reason, for in the other instances the contracting 
officer does not usually have to make a record for the reason that he 
may waive, or, let’s say, merely take a license rather than giving up 
title? 

Mr. Keuter. As I understand it, the Space Agency feels that the 
conditions under which they can waive are pretty stringent. There is 
nothing to prevent them from waiving, but they do have to make a 
record and obtain appropriate recommendations. 

However, as you know, the Agency is not satisfied with the patent 
provisions at the present time, and it is now seeking legislation to 
give them more flexibility, which, as I understand it, somewhat follows 
the policy of the Department of Defense. 

Mr. CLesner. From your viewpoint, would it be in the interest of 
the Government to be able to refer to the purchase record relating to 
why waiver was granted rather than not? 

Mr. Kenier. As a matter of principle on that, I feel that whether 
it is in the field of patents or in any other field, where a right or an 
interest of the Government is decided one way or another, I think it 

should be a matter of record as to why it was decided in that particu- 
lar w ay. 

Mr. Cresner. Then actually, if they were to carry out this policy in 

this light, what we would actually have is a case-by-case determination 
with a » public record ? 

Mr. Ketter. That is night. 

Senator O’Manoney. You are not suggesting that Congress should 
delegate to any agency a legislative power, are you? 

Mr. ey 1 No, sir; Iam not. 

In fact, I am urging at Congress should lay out the guidelines 
for the agencies to follow. I don’t think that Congress could by legis- 
lation decide the merits of each individual case that might come up. I 
think you should establish the policy and the necessary guidelines. 

Senator O’Manoney. The General Accounting Office, then, is not 
suggesting that the contractor and head of the agency should have the 
private power to make these flexible rules? 

Mr. Ketier. No, sir. We think that Congress should decide the 
policy. And the way the present situation is, we don’t see how the 
question is going to be resolved, or that there is going to be any con- 
sistency, until Congress does act in the field. 

Senator O’Manoney. Thank you very much. 

Mr. Ketxier. With respect to data, revision 51 of section LX, part 2, 
of the Armed Services Procurement Regulation enunciates the policy 
of the Department of Defense to require that research and dev elopment 
contractors furnish, as a part of the contract consideration, all data, 
including proprietary data. This policy to acquire all data result- 
ing directly from the contract work is subject to only two exceptions: 

(1) where standard commercial items are to be incorporated into 
the end item; and 

(2) where items developed at private expense and previously sold 
to the public are to be incorporated into the end item. 

By contract provision ordinarily required to be included in all de- 
fense research and development contracts, the Government acquires a 
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royalty-free, nonexclusive, and irrevocable license for “Government 
purposes” to utilize all data acquired and furnished without limitation 
except possibly to compensate the contractor for its related adminis- 
trative costs. 

However, it has come to our attention that, insofar as the military 
departments are concerned, the Government sometimes loses the bene- 
fits of competition on follow-on procurement of product development 
and contractor know-how through the failure to obtain and use draw- 
ings, which we would consider data, prepared by the contractor at 
Government expense. 

We found that in some cases drawings required by the terms of the 
contracts either were not furnished or were unnecessarily delayed or 
the use of such drawings was prevented because of inadequate records, 
controls, and procedures regarding the receipt, storage, and issue of 
drawings for procurement purposes. 

In a selective review at the Air Materiel Command, Department of 
the Air Force, we found that the Government has not been in a po- 
sition to realize the maximum benefits of competition in many procure- 
ments of military items, components, and spare parts because manu- 
facturing drawings were either not available or not readily accessible. 

Although only a small percent of the contracts restricted the Gov- 
ernment’s right to use the drawings for procurement purposes, we 
found that contracts did not always contain provisions either grant- 
ing or denying the Government the right to use them. Where the 
contracts were silent on the right to use drawings, the Air Materiel 
Command had construed them as not permitting the Government to 
use the drawings for procurement purposes. The position of the 

rocurement office was contrary to the policy of the Department of 
Deheins and the Department of the Air Force. 

We also reviewed the receipt, control, and use of contractor-pre- 
pared drawings acquired at Government expense within the Bureau of 
Aeronautics, the Bureau of Ordnance, and the Bureau of Ships, De- 
partment of the Navy. 

We found that although Navy contracts contain provisions, where 
applicable, for the submission by contractors of drawings and tech- 
nical data for use by the Government in subsequent procurement, there 
were serious deficiencies in the receipt, control, and use of contractor- 
furnished drawings. The controls exercised by two Bureaus—Aero- 
nautics and Ordnance—were inadequate to insure that all drawings 
required to be submitted by contractors are received by the designated 
storage activities. As a result, these activities are frequently unable 
to supply copies of drawings for use in subsequent procurement. 

A recent examination disclosed that the Department of the Army 
awarded the contractor a research and development contract in March 
1956 for delivery of four pilot model vehicles and one complete set 
of original drawings and reproducible prints, together with related 
engineering data, required for production of the vehicle. Under the 
terms of the contract, the drawings and other data were to be suffi- 
ciently complete to permit preparation of Ordnance Corps standard 
drawings. These drawings were to be delivered in 6 months, or 
by September 1956. Army contracting officials did not require the 
contractor to comply with the contract delivery terms and the draw- 
ings were not delivered until January 1957. 
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Ordnance records indicate that the drawings furnished by the con- 
tractor were unsuitable because of (1) lack of parts lists; (2) in- 
suflicient references to source information; (3) ilegibility of repro- 
ducible prints; and (4) missing drawings. 

Consequently, the drawings could not be used to obtain competition 
in the initial procurement of production quantities of the vehicles. As 
a result, the Army negotiated a contract for 500 vehicles on a sole 
source basis with the contractor that had dev eloped the pilot models 
of the vehicles. 

On the basis of the prices the Army subsequently paid for similar 
vehicles on competitive procurement, when proper drawings were 
available, it appears that 1f it had been possible to secure competition 
for the initial quantity of 500 vehicles, t the cost to the Government for 
those vehicles would have been lower by about $875,000. 

We are awaiting comments from the Department of Defense before 
submitting a formal report to the Congress on this case. 

Mr. Wricut. Before you turn to ‘the next question, I wonder if 
I could ask you a question. 

On those contracts that you have just referred to where you had 
difficulty with the drawings, do they have the armed services pro- 
curement standard patent clause in them ? 

Mr. Keuter. In these cases I think the patent clauses are standard. 

Mr. Wrieut. I would like to call your attention to this provision 
of the standard clause, the provision which says, with respect to the 
Government’s royalty-free license to use the inventions produced 
that— 


no license granted herein shall convey any right to the Government to manu- 
facture, have manufactured, or use any subject invention for the purpose of 
providing services or supplies to the general public in competition with the 
contractor or the contractor’s commercial licensees in the license field. 

Do you feel that this problem would be helped at all by the elimina- 
tion of that provision in the contract. It apparently is intended 
to make sure that the contractor has exclusive commercial rights not 
only in the invention, and I should suppose he may also have a feel- 
ing that. those commercial rights ought to be broad enough to include 
the technical data produced in connection with the invention / 

Mr. Kener. Mr. Wright, are you applying that question to this 
particular example I am talking about ? 

Mr. Wricut. Yes, whether or not you feel you would have had 
the same difficulty if you had not had in the contract that kind of 
clause which assures commercial right to the contractor? 

Mr. Kerrier. To answer that question you almost have to decide 
whether there was any motive in the mind of the contractor in not 
furnishing drawings so he could get the following procurement. 

Now as it turned out, the drawings were subsequently furnished, 
with the result that the Government was able to go out and get com- 
petition, and the vehicles were obtained from other sources later on. 
But. we felt that if the Government, in this case the Army, had policed 
their job, exercised their rights under the contract, to see that the 
drawings and the other necessary data were furnished, then it would 
have been i in a position to get competition on the first production con- 
tract, with the result that it looks like the Government could have 
saved itself three-quarters of a million dollars. 
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Mr. Wricur. I understand that under the proper construction of 
the contract. provisions, the Government was entitled to that data, 
and entitled to it promptly. But isn’t it a fact that this clause 
that I have just read does at least provide an incentive to the con- 
tractor that would not otherwise exist to withhold or at least drag his 
feet in supplying data which he knows the Government wants so that 
they can get a competitive bid from somebody else on the same item ? 

Mr. Ketter. Well, quite naturally, insofar as contractors are con- 
cerned, the less competition they have the better off they are. We 
feel that competition is a very vital thing if the Government is going 
to get good bargains, and good deals in their procurement operations. 

Mr. Wricurt. It is essential, isn’t it, to procure at a reasonable cost ? 

Mr. Ketter. It is essential, certainly, if we are going to keep our 
economy within bounds at all. 

Continuing my statement, whether under all conceivable circum- 
stances the Government’s interest may be sufficiently protected by 
retaining royalty-free license covering all governmental uses. For 
example, is the Government’s interest sufficiently protected by a roy- 
alty-free license to use a patented process built in to a Government- 
owned production facility which terminates upon sale of the facility 
to a private owner ? 

We do not think that under all conceivable circumstances the Gov- 
ernment’s interest is sufficiently protected by retaining a royalty-free 
license covering all governmental uses. Even if, as a general policy, 
Congress should decide that the title to patents should be left with 
the contractor with the reservation in the Government to receive a 
royalty-free license, we believe that circumstancs in particular cases 


would warrant the Government’s retaining patent rights. 

Should there be a uniform Government contracting policy, espe- 
cially in those areas where different Government agencies are granting 
contracts which are carried on in similar research and development 
areas ¢ 

As indicated previously, we do not think there should be one uniform 
policy governing pee rights under research and development 


contracts. Some flexibility is desirable. However, we are of the 
opinion that there can be little disagreement as to the need for uni- 
formity where contracts are being performed in the same research and 
development areas. 

Whether the Department of Defense or the appropriate civilian 
agency should contract for— 

(a) basic research projects concerning medical sciences, biol- 
ogy, physics, chemistry, or any other of the basic sciences; 

(6) research and development contracts concerning projects 
that also fall within the scope and purpose of a civilian govern- 
mental agency. 

We have made no studies in this particular area. Assuming definite 
patent policies are decided by the Congress, we see no apparent need 
for one particular agency to contract for either basic research proj- 
ects or research and development projects, assuming the work to be 
contracted for is a responsibility and a need of the particular agency 
involved, even though another agency may have a similar responsi- 
bility and need. Of course, there is a need for close coordination 


between the departments and agencies in order to prevent duplication 
of efforts and costs, 
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Mr. Criesner. I would like to ask you in regard to that, Mr. Keller, 
where the Government, let’s say, for example, under the Space Act 
has set forth a policy, and where another agency, let us say the Na- 

tional Science Foundation, also would give grants or contracts in 
outer space sciences, which policy or philosophy would you say should 
be followed ? 

Mr. Ketter. I am not sure that I understand your question. 

Mr. CiesNer. Your statement is, assuming definite patent policies 
are decided by the Congress, and in regard to space activities, in 
other words, space research and dev elopment work, the Congress has 
enacted a statute. 

Mr. Kewter. Right. 

Mr. Cuxsner. This covers research and development in the areas 
of outer space sciences. Also, under the promotion of basic research, 
the National Science Foundation issues grants and contracts in the 
area of outer space sciences. 

Would you feel that the patent policy dealing with that basic subject 
should be determined as a policy y matter as stated in the Space Agency 
Act, which is a declaration of Congress ? 

Mr. Ketter. Your question points up the need for Congress to lay 
out the criteria. 

I hestitate to say, when in the same area, that the National Science 
Foundation should, regardless of the circumstances, follow the policy 
of the National Aeronautics and Space Administration. You could 
bring still another agency in, because the National Science Foundation, 
the Department of Defense, and the Space Agency may all be working 
in the same area. 

Mr. CLesNER. But, again, the Department of Defense does not have 
any congressional guidelines ? 

Mr. Ke.xer. That is correct, sir. 

Mr. CLesner. Whereas the Space Agency does, and this is of rather 
recent date. 

Mr. Keuxer. I feel that your question points up one of the real prob- 
lems, and the need of Congress to settle it. 

Senator O’Manoney. Your testimoney is based upon the function 
of the General Accounting Office, which is to examine contracts to 
see that the Government’s money is well expended. You cannot go 
beyond that except as a personal opinion in giving answers with re- 
spect to the general outline of this problem ? 

Mr. Ketter. That isthe way we feel, sir; yes. 

Senator O’Manoney. You may proceed 

Mr. Keer. Should the Government attempt to recapture research 
and development expenditures by charging a royalty for a license to 
use Government-owned patents / 

We have not made the necessary studies to reach an informed judg- 
ment on this question, and therefore we are not able to comment on it. 

We believe, however, that any answer to the question would have to 
take into consideration the necessary administrative procedure which 
would be required, as well as the public interest. 

If I may just explain what we mean by that, if the Government gets 
into the business of evaluating patents, selling patents, I think that 
the administrative procedure which would have to be set up would 
be quite complex and quite cumbersome. And I think Congress should 
give it a lot of thought before it enters that particular field. 
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I also think there is a very basic question that must be decided by 
the Congress in the event that approach should be considered, and 
that is whether the Government itself, in taking into consideration, as 
I state here, the public interest, should be in the business of selling 
patent rights even though Government funds may have been used 
in research and development contracts which resulted in the patents. 

Mr. Wricur. Is there, in your opinion, Mr. Keller, any agency 
now in existence which could perform that function? Is there an 
available administrative setup at all which could do that? 

Mr. Ketier. Mr, Wright, I would have to think about that one a 
little bit. 

Of course, the General Services Administration has overall house- 
keeping duties, or perhaps this is an area that the National Science 
Foundation should handle. 

Mr. Wrieut. The right to buy and sell patents, to acquire patents— 
I am wondering whether you feel that before any statute was en- 
acted saying that the Government should collect royalties on in- 
ventions of its own, it would be necessary to create some adminis- 
trative agency that doesn’t now exist to put such a provision into 
effect. 

Mr. Ketier. You mean as distinguished from having the individual 
departments carry out the policy laid down by Congress? 

Mr. Wrieur. Yes; whether in your judgment there are existing 
agencies in the Government that could carry out that policy if Con- 
gress declares it ? 

Mr. Kewuer. I suppose each of the individual departments could 
carry out the work if Congress laid down the guidelines to follow. 

Mr. Srepman. Mr, Keller, you indicate some hesitancy about the 
Government engaging in licensing or selling patent rights, including 
refusing licenses, presumably, in some situations. 

Would you distinguish between those situations in which the Gov- 
ernment, engaged in such practices directly by administering licenses, 
or refusing to license its own patents, and all situations which might 
be considered an indirect act of the same sort where it refrains from 
taking rights and patents that it could have taken from private con- 
tractors and then simply leaves the right at the discretion of the con- 
tractors themselves ? 

Mr. Ketter. The question of the committee is: Should the Gov- 
ernment attempt to capture research and development costs by charg- 
ing a royalty for a license to use Government-owned patents / 

I think as a general proposition, where the Government has the 
right to grant licenses, a royalty is not usually charged. In other 
words, maybe it is done for dissemination of information to encourage 
business generally or to prevent monopolies from taking place. 

Mr. SrepMANn. The point I was trying to emphasize is whether, to 
the extent that the Government does not take title to patents that it 
could take title to but leaves these patents in private hands, whether 
it isn’t doing exactly this in an indirect manner by simply saying, “We 
won’t license or refuse license ourselves, but we will leave the right to 
private individuals to do this as they see fit”? 

Mr. Kewuuer. Well, they are certainly not recovering their research 
and development cost by that policy nor is the public interest being 
considered. 
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Senator O’Manoney. It should not be overlooked in considering 
this question that a patent, according to the Constitution, is a limited 
monopoly, it is an exclusive right for a limited period, to use the words 
of the Constitution. Therefore, a royalty isa method which the holder 
of a patent uses to gain income. It is perfectly obvious that if the 
Government owns a patent and can charge a royalty, it would be a 
means of recouping part of the expenditure made. 

Mr. Keuuer. That is correct, sir. 

Continuing my statement. 

Whether or not the patent provisions incorporated in contracts and 
arrangements executed by the NSF comply with the congressional in- 
tent expressed in 42 U.S.C. 1871(a), to the effect that inventions pro- 
duced by NSF expenditures should be disposed of in a manner cal- 
culated to protect the public interest and the equities of the grantee 
or contractor, 42 U.S.C. 187(a) provides: 

Each contract or other arrangement executed pursuant to this chapter which 
relates to scientific research shall contain provisions governing the disposition 
of inventions produced thereunder in a manner calculated to protect the public 
interest and the equities of the individual or organization with which the con- 
tract or other arrangement is executed: Provided, however, That nothing in this 
chapter shall be construed to authorize the Foundation to enter into any con- 


tractual or other arrangement inconsistent with any provision of law affecting 
the issuance or use of patents. 


A review of the legislative history leading to the enactment of the 
National Science Foundation Act of 1950 discloses that the matter of 
patent rights was the subject of great concern in both Houses of Con- 
gress finally resulting in compromise and agreement on the provisions 
of section 12 of the act (42 U.S.C. 1871). During the course of these 
deliberations it was proposed in the Senate that a uniform policy 
should be established governing all agencies of the Government en- 
gaged in scientific research and a formula for such policy was set out 
in S. 1850, 79th Congress. 

A general feeling developed among those interested in the legisla- 
tion, however, that a bill establishing the Foundation was not the 
proper vehicle for fixing a uniform policy for all agencies, and that 
the patent provisions proposed in later bills and finally agreed upon 
represented a simple and a more realistic manner of dealing with the 
oroblem than the more elaborate provisions proposed in S. 1850. See 
Senate Report 1136, 79th Congress, of the Senate Committee on Mili- 
tary Affairs to accompany S. 1850; House Report 796, 8ist Congress, 
of the House Committee on Interstate and Foreign Commerce, to ac- 
company H.R. 4846, and Senate Report 90, 81st fees of the Sen- 
ate Committee on Labor and Public Welfare, to accompany S. 247. 

Senate Report 90 and House Report 796, which accompanied the 
legislation which became the National Science Foundation Act of 
1950, indicate that the patent provisions of the act would allow the 
Foundation, in making its contractual or other arrangements for 
scientific research and scholarships, to take into consideration the nec- 
essities and equities of each project as it arose and that the contract 
or other arrangement, such as a grant, would in each case contain pro- 
visions governing the disposition of patent rights based on due con- 
sideration of the interests of all of the parties concerned, ee 
the public, the particular individuals performing the research, an 
the institution or other organization sponsoring the particular project. 
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Senator O’Manoney. But is not the interest of the public stated 
first in the law ¢ 

Mr. Kerrier. That is correct, sir. 

As we understand the policy of the National Science Foundation, 
all patent rights arising out of contract or grant work are made the 

responsibility of the grantee or the contractor, with reasonable notice 
to the foundation of any foreign or domestic patent applications or 
any inventions claimed, ‘subject to an irrevocable, nonexclusive, non- 
transferable, and royalty-free license to the Government to use such 
inventions. (See 45 CFR, pt. 620, secs. 620.9 and 620.10.) 

We do not know the factors taken into consideration by the Founda- 
tion in adopting this policy. However, we think that the Congress 
intended that the Foundation decide as to patent rights on an in- 
dividual case basis, after taking into consideration the interest of all 
the parties concerned, inc luding the public, the particular individuals 
performing the research and the institution or other organization 
sponsoring the project, rather than the adoption of one policy govern- 
ing the patent rights in all contracts or grants. 

Senator O’Manoney. Mr. Keller, I think that you are giving undue 
weight to the second statement in the law. The provision is: 

Each contract or other arrangement executed pursuant to this chapter which 
relates to scientific research shall contain provisions governing the disposition of 
inventions produced thereunder in a manner calculated to protect the public 
interest. 

That is clear. 

Mr. Keier. Yes. 

Senator O’Manoney (continuing) : 

And the equities of the industry or organization with which the contract or 
other arrangement is executed. 

The question now arises, what is an equity ? 

You are giving too much definition to that. You are giving too 
broad a scope to that word “equities.” E quity law is clear. The in- 
dividual who claims an equity must prove it. 

Mr. Ketter. Our position is this, Mr. Chairman. We do not think 
that the National Science Foundation should have adopted a general 
policy to be followed in all grants and research, but should consider 
each project and contract or grant to be made on an individual case 
basis weighing the equities, the public interest, and the other ele- 
ments prescribed in the law in each case. 

Senator O’Manonry. Well, in the case which we first gave here, 
in which the contractor set up the several different definitions and 
categories, on page 5 of your letter you say— 

* * * primarily relates to a development believed to be sufficiently basic and 
important to provide a basis for a new industry or an entirely new product 


line. 

Now, certainly the conception that the patent would provide for 
a new ‘industry is not by any stretch of the imagination an equity, 
it is just the prediction of the contractor as to what is good for him. 
Do you not agree with me on that? 

Mr. Ketter. That is right, in the particular case. I am sure the 

contractor was thinking of the contractor, not of the Government. 

Senator O’Manoney. It ought to be clearly understood that under 

the National Science Foundation law the individual must show an 
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equity, a real one, not an imaginary one. And you have described 
contracts in which the so-called equity would be clearly imaginary. 

Mr. Keller, speaking for myself and the committee, I want to thank 
you for your presentation. But there are others around the table 
who may want to ask you some questions. 

Senator Hart, any questions 

Senator Harr. Only to inquire whether this George Washington 
study that you referred to would be available to the committee when 
it is completed ? 

Mr. Ketter. I can’t answer that, Senator, because we are not par- 
tic ipating in the study. 

Senator O’Manonry. We have had the George Washington Uni- 
versity representative at the previous hearings, and we can have him 
again. 

Senator Harr. I think it might be helpful, because it apparently 
is the most current view academically of the question. 

Mr. Ketier. I would assume, Senator, that when the study is com- 
plete it will be made available. However, the matter is not in our 
hands, so we cannot answer the question specifically. 

Senator Harr. And second, I would hope that Mr. Keller would 
be in a position to advise the committee as to the specifics of this 
major defense contractor that remains unidentified, and could par- 
ticularize the nature of the work to produce these 90-odd 

Mr. Ketter. I would be very glad to do that very shortly, Senator. 

Senator O’Manoney. That will be when your report is filed, will 
it not ? 

Mr. Ketrer. Yes, sir. 

Senator O’Manonry. The Chair has called upon the contractor to 
identify itself voluntarily. Apparenly the contractor is not repre- 
sented here this morning. Mr. Gibbons, do you have any questions? 

Mr. Grssons. No. 

Senator O’Manonry. Mr. Dinkins? 

Mr. Dinkins. I would like to ask Mr. Keller just one question. 

Do you see any difference in principle between the Government 

charging a royalty on patents that it owns and the common practice 
in industry to charge royalties on patents which they own ? 

Mr. Ketter. From a strictly business standpoint, I see no difference. 
The Government is, I think, in a different category than business. 
Whether it is a good policy for the Government to get in business of 
that type, I don’t know. 

Senator O’Manonry. Well, the Government is seriously in debt. 
It needs new income, and if any sources of new income can be found 
without making the tax burden on the whole people greater than it is, 
that would be very welcome. 

Mr. Wright, do you have any questions? 

Mr. Wricurt. Yes, I do, Senator. 

In connection with Senator Hart’s question, it is a fact, isn’t it, that 
the interagency committee that was set up to determine what the Gov- 
ernment patent policy should be insofar as there is data available has 
far more extensive data right now than George Washington Univer- 
sity will ever develop; isn’t that so? 

Mr. Ke.rier. Well, I can’t answer that because I am not up to date 
as to what George Washington University is going into. 
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As I understand it, the university is to lay out certain criteria for 
making the study. 

Mr. Wrient. In other words, that is what I understood from talk- 
ing to Commissioner Watson, and I want to see if this is your under- 
standing, that all you are going to get from George W: ashington at 
this stage is a preliminary analysis about what kind of a study ought 
to be made rather than one which would provide a basis for congres- 
sional legislation. 

Mr. Ketter. I think that is correct, Mr. Wright. 

Senator Harr. I see that it is Mr. Keller’s opinion in the report 
that the interagency group explored many things, but none of the 
approaches they used resolved the basic complexity or seemed to afford 
a means of achieving an adequate basis for solution. So if this is the 
most exhaustive study, then apparently no study is available which 
specifically recommends to us a solution. Is that correct ? 

Mr. Wrieut. I think that is correct. 

Mr. Kewuer. First you will have the G.W. study and then the inter- 
agency study. 

Mr. Wricut. What I am suggesting, Mr. Keller, is that the impres- 
sion I gathered from discussing it with Mr. Watson, who is the chair- 
man, you will recall, of that group, is that the large gap in the data of 
the interagency committee study was the complete lack of information 
as to what actually had been done with the patents which contractors 
had retained, what use had been made of them, and that finding that 
out was a very expensive proposition which the Budget Bureau was 
not going to put up money for, and, as I understood it, the George 
Washington University Foundation has not been given the money 
necessary to provide that data at all. 

Is that your understanding ? 

Mr. Ketxrr. I have seen a figure on the George Washington con- 
tract, and I think it is comparatively small. Certainly you couldn’t 
do any great amount of research with it. 

Mr. Wricurt. So far as the problem depends on getting this data as 
to use, what. has actually happened, what was done with these patents? 

We aren’t going to get it there, are we? 

Mr. Kewier. Certainly not from the George Washington study based 
on the amount of money they are going to spend. 

Mr. Wricur. I wanted to be sure I understood correctly what you 
are saying about the policy of the National Science Foundation. You 
refer to the fact that if the Foundation had adopted a policy, that is, 
this policy of delegating to the contractor or the grantee the disposi- 
tion of patent rights—is that what you are saying? 

And as I understand it, you say that is a policy which is not one in 
your judgment which w ould be justified under the terms of the statute ; 
is that correct ? 

Mr. Ketuer. In reading the statute and in the committee reports 
which accompanied the legislation, it seems clear that Congress said 
to the director, “Please look at these on a case-by-case basis, taking 
into consideration these factors, and then make your decision.” 

That is a little different than just adopting one policy. 

Mr. Wricur. It is quite different, isn’t it? 

Mr. Ketter. To my mind it is. 

Mr. Wricur. I gather you believe that the Foundation itself should 
make the determination on a case- -by-case basis, and it should not dele- 
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gate to the contractor at all the disposition of the patent rights; is 
that correct / 

Mr. Keuter. That is correct. 

Now, if I may clarify myself. The Foundation might consider an 
individual case and then for good and valid reasons grant the right to 
the contractor or the grantee to dispose of the patent rights. 

Senator O’Manoney. If he has any equity. 

Mr. Keizer. The law says that the equity should be taken into 
consideration. 

Senator O’Manoney. Well, he must have equity. 

Mr. Ketuer. That is correct; yes, sir. 

Senator O’Manoney. That is only natural. 

Mr. Ketxter. What I am pointing out, Mr. Chairman, is that it 
seems to us that Congress intended for the Foundation to decide on 
a case-by-case basis. 

Senator O’Manoney. Regarding equity? 

Mr. Keutier. That is correct. 

Senator O’Manonry. Professor Stedman. 

Mr. Srepman. Mr. Keller, there have been several references 
throughout the testimony to situations in which Government con- 
tracts require the furnishing of data, of information concerning patent 
rights to the Government, to the governmental agency, and also ref- 
erences to situations in which patent rights have been granted or 
have been left to the contractor, notwithstanding that he has been 
presumably adequately compensated for doing the research job that 
he was employed todo. And my question is, under these circumstances, 
does the General Accounting Office look into either of these situations 
to see whether the Government has in fact received a good contract 
and has received adequate performance under that contract? 

Mr. Keizer. We cannot look into each contract let by the Govern- 
ment. We couldn't conceivably do that with the number of people 
we have. 

Senator O’Manoney. I will ask you, Mr. Keller, if the General 
Accounting Office has a policy with respect to cost plus contracts. 

Mr. Keer. Generally, the General Accounting Office does not 
favor cost plus contracts, but we do recognize that they can be justi- 
fied, and maybe they are the proper contract when you get into an 
area where hom is no cost experience, there is nothing on which to 
base any kind of a fixed price. 

Senator O’Manonsy. Well, in this field you have generally found 
cost plus contracts, have you not? 

Mr. Ketirr. I think that is generally true in research and develop- 
ment, not 100 percent, but as a general rule you will find cost con- 
tracts. 

Mr. Srepman. Have you had any occasion at all to examine into 
the actual value of these supposed extra incentives that may come 
about through leaving patent rights with the contractor in these 
situations wha the contractor has already been compensated on a 
cost. plus basis ? 

Mr. Ketuer. No, sir; we have not. 

Mr. Stepman. Would you under these circumstances think it appro- 
priate for the General Accounting Office, although you indicate that 
you have not explored the patent policies and practices of the various 










































































26 GOVERNMENT PATENT PRACTICES 





agencies, be appropriate for the General Accounting Office to do so, 
in view of the very controversial issues that arise as to whether the 
Government is in fact getting a quid pro quo for what it is paying to 
the contractor in these circumstances, and do you have the reviewing 
authority to make such an inquiry ? 

Mr. Keuier. Well, I think if the committee so desired, we could 
do some limited examination. We would have to go back 2 or 3 years 
where a contractor in performing research and development work 
obtained patent rights and see what resulted. I think that would be 
the only way it could be approached. 

Mr. SrepMan. But it would be possible and also within your au- 
thority to do so? 

Mr. Keier. Our authority is quite broad. In addition, it is our 
policy to obtain information which is requested by congressional 
committees. We could run into a problem where the contractor’s 
records might not be available to us. 

Mr. SrepMAN. One other question that is connected somewhat with 
the question I was raising. You indicated, in connection with this 
major contractor who has not been identified, that is discussed on 
pages 4 and 6, I believe, that there were also contracts at that time 
entered into to a lesser extent with the Space Agency by the same 
contractor, and the Space Agency is operating “under a different 
patent policy from the Defense Department. 

Do you have any information to indicate that under the circum- 
stances the contractor does not charge more? Because I assume both 
are cost-plus contracts; is that right ? 

Mr. Ketxer. Even in a cost-plus contract you might see a variation 
in the fee, depending upon what the contractor is going to obtain in 
the performance of the contract. 

Mr. Srepman. Is there any indication that that particular con- 
tractor did a poorer job or actually was charging the Government 
more in some direct or indirect manner in the Space Agency case than 
in the Defense Department case? 

Mr. Keutier. Offhand, I cannot answer that. 

I do understand that the contractor was not too happy about taking 
the patent provisions under the Space Agency contract. 

Mr. StepmMan. He would like to have had the patent rights under 
the Space Agency contract just as he did under the Defense contract ? 

Mr. Ketter. That is right. 

Mr. Stepan. I think that is understandable. But you don’t have 
anything to indicate that he actually dragged his feet or simply didn’t 
give the Government value received for its contract ? 

Mr. Ketier. No, I have nothing along that line. 

Mr. StepMan. Just one more question, 


On page 11 in the last paragraph you answer the question that was 
submitted to you: 


Would you not think that under all conceivable circumstances the Govern- 
ment’s interest is sufficiently protected by retaining a royalty-free license cov- 
ering all governmental uses? 

I suppose the word “Government” there could mean any one of 
three things. It could mean either the interest of the particular agency 
that was entering into the contract, or it could mean the Government 
operations generally in terms of carrying on Government functions,. 
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or it could mean the Government in the sense of the broad public 
interest. 

In which of these three ways are you using the term there? 

Mr. Kevier. We are thinking of strict governmental uses, such as 
obtaining rights or licenses for use in other procurements. 

Mr. Srepman. For governmental purposes ¢ 

Mr. Ketier. That is right—not for dedication. 

Mr. SrepMan. It is conceivable there might be some broad general 
public interest that the Government was legitimately entitled to and 
obligated to promote which might enter into this? 

Mr. Ketter. I think that is “entirely correct. I think there un- 
doubtedly are and will continue to be cases where the public interest 
would warrant the Government obtaining all patent rights and all 
data for dedication to the public. 

Mr. SrepMan. There is probably not time at this hearing to do so, 
but would you be in a position to indicate to this committee fairly 
specific situations in which you feel that the Government, using it in 
a broader term, interest would be protected merely by receiving a 
royalty-free license, and specific instances in which you feel that it 
would not? 

Mr. Ketier. I think we could furnish a couple of examples. 

I think offhand the Government may wish to develop a particular 
machine for a particular purpose and conceivably there would be no 
use anywhere among the general public for that particular machine. 

Perhaps in such a case the Government’s right to use would be 
sufficient. 

Mr. SrepMan. But in this situation the patent presumably would 
be of no value to the contractor ? 

Mr. Ketxer. Probably not. 

Mr. SrepmMan. And you have already indicated that in these situ- 
ations at least one contractor and maybe others don’t even bother 
to get the patents? 

Mr. Ketter. In the one case we were talking about, that is true. 

Senator O’Manoney. Mr. Clesner. 

Mr. Ciesner. Mr. Keller, this goes back to the Senator’s point of 
public interest and the equity itself of the grantee or contractor 
regarding the National Science Foundation Act. 

The subcommittee submitted to you a contract dealing with weather 
modification. And in this instance, if the invention were to be forth- 
coming, the contractor has all the rights, commercial rights to the 
invention; in other words, if any instrument were devised which 
would modify weather, as to the commercial market, or the commercial 
potentialities, it would be entirely the right of the contractor. 

Now, my query there is, how do you weigh the public interest there 
versus the equities of the contractor or grantee ? 

Mr. Keer. I think, Mr. Clesner, it is difficult to answer that 
question without knowing all of the factors that would go into mak- 
ing up this particular contract. On its face it would seem like studies 
in weather modification are certainly something for the benefit of 
the public as a whole. In this particular contract I wonder if the 
National Science Foundation was not following the general policy 
as distinguished from weighing the equities and the interest, because 
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the contract terms used do seem to carry out the announced policy 
of the Foundation. 

Senator O’Manoney. In this contract, if the contractor were willing 
to make the research without fee or profit, that would be certainly an 
equitable consideration. And that is a question for us to pass on, and 
really it is beyond the scope of the witness. 

Mr. Green, do you have any questions ? 

Mr. Green. Just one, Senator. 

Assuming that a contract is completely financed by the U.S. Govern- 
ment, and on a cost plus basis, could you give me an example of what 
would be an equity which would justify the giving of patents to the 
contractor ¢ 

Mr. Ketter. There again I think it is the point which has been 
raised by many witnesses before congressional committees, the incen- 
tive on the part of the contractor to develop a process that would have 
a value to the contractor. 

Mr. Green. He is being paid for that, isn’t he? 

Mr. Ketier. Yes, pay is one incentive. 

But I have stated that we do not feel that we had made the neces- 
sary studies to really take a firm position on this, although we feel 
that Congress should, because we think it is in the interest of the Gov- 
ernment to do so. 

Mr. Green. On the one hand, if he did the contract without a fee, 
then there might be a possible equity or payment of some sort in the 
form of a patent? 

Mr. Ketter. That would certainly be an equity. There is another 
type of equity. 

As I understand it, in the case of the National Science Foundation a 
grant often is in effect a supplement to the work already done or al- 
ready underway by the institution itself. 

Mr. Green. If the contract itself provides for a fee for him, it is 
hard to conceive of some other equity that would justify the delivery 
of the patent, if he has already made his money out of the contract. 

Mr. Ketter. It is a matter of opinion. 

Mr. Green. I think that is all. 

Senator O’Manoney. Thank you. 

Mr. Keller, the committee is very much indebted to you. This 
morning has been a very interesting one. I think we have all gained 
knowledge and information from your testimony, and we are very 
grateful. 

The committee, when it recesses, will recess until 2:30, when Dr. 
Allen Waterman of the National Science Foundation will be the wit- 
ness. In the meantime, if any of the persons present desire to apply 
to be heard, Mr. Haaser, clerk of the committee, will be glad to re- 
ceive their application. 

The committee is now adjourned until 2:30. 

(Whereupon, at 12:30 p.m., the committee adjourned until 2:30 
p-m., the same day.) 

AFTERNOON SESSION 


Senator O’Manonery. The committee will come to order. Is Dr. 
Waterman present ? 


Mr. WaTerRMAN. Yes, sir. 
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Senator O’Manoney. Thank you very much, Doctor. Will you be 
good enough to come forward. 

Doctor, you have a prepared statement ? 

Mr. WarerMAN. Yes, sir. 

Senator O’Manoney. Have you extra copies? 

Mr. Waterman. I believe so, yes. 

Senator O’Manoney. It may be that there will be some demand for 
them. 

Mr. Waterman, I will be very glad to supply them, Mr. Chairman. 

Senator O’Manonery. Doctor, the question involved here is a ques- 
tion of interpretation of the National Science Foundation Act, and 
I think as an opener it might be well for me to read into the record 
something from the report of the committees which recommended this 
legislation to Congress. 

My friend, the late Senator Thomas of Utah, who was a member 
of the faculty of the University of Utah, on March 3, 1949, filed 

Calendar Report No. 74. It was on the calendar as No. 74, but it 
was Report No. 90 of the Committee on Labor and Public Welfare. 

In this report there was the following paragraph on patent rights: 

Section 11: This section provides that each contract or other arrangement 
executed pursuant to the act which relates to scientific research shall contain 
provisions governing the disposition of inventions produced thereunder in a 


manner calculated to protect the public interest and the equities of the individ- 
ual or organization with which the contract or other arrangement is executed, 


Let me stop there for a moment to say that equities, of course, must 
be found. If there are no equities, there is no provision. “Equities,” 
of course, in law has a pretty definite meaning. 

Now, going back: 


But the Foundation may not by any contractual or other arrangement alter 
or modify any provision of law affecting the issuance or use of patents. This 
section prohibits officers and employees of the Foundation from acquiring, re- 
taining, or transferring any rights under the patent laws of the United States 
or otherwise in any invention which such officer or employee may make or 
produce in connection with the performance of his assigned activities and which 
is directly related to the subject matter thereof. 


That was the Senate report. The House report followed. This 
report, which is Report No. 796 of the House of Representatives, 81st 
Congress, Ist session, was filed by Mr. Chrysler, on June 14, 1949. 
Like the Senate committee report, it has an explanation of the various 
sections. This was contained in section 12, which is described as 
follows: 


Section 12, patent rights: By subsection (a) it is provided that each contract 
or other arrangement executed pursuant to the act which relates to scientific 
research shall contain provisions governing the disposition of inventions pro- 
duced thereunder in a manner calculated to protect the public interest and the 
equity of the individual or organization with which the contract or other ar- 
rangement is executed. This provision allows the Foundation in making its 
contractual or other arrangements for research and scholarship to take into 
consideration the necessities and the equities of each project as it arises. Sub- 
section (a) further provides that nothing contained in this act shall be con- 
strued to authorize the Foundation to enter into any contractual or other 
arrangement inconsistent with any provision of law affecting the issuance or 
the use of patents. 


Then comes the report of the conference at which the conferees of 


both Houses met and came to an agreement on the contents of the 
bill. 
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This report, House Report No. 1958, was submitted by Congressman 
Priest from the conference committee on April 26, 1950. 

It contains the language upon which the two Houses agreed. On 
page 6 of this report is to be found the following: 

Patent rights, section 12(a): “Each contract or other arrangement executed 
pursuant to this Act which relates to scientific research shall contain provisions 
governing the disposition of inventions produced thereunder in a manner ¢al- 
culated to protect the public interest and the equities of the individual or organ- 
lization with which the contract or other arrangement is executed: Provided, 
however, That nothing in this Act shall be construed to authorize the Founda- 
tion to enter into any contractual or other arrangement inconsistent with any 
provision of law affecting the issuance or use of the patents. 

“(b) No officer or employee of the Foundation shall acquire, retain, or trans- 
fer any rights under the patent laws of the United States or otherwise in any 
invention which he may make or product in connection with performing his 
assigned activities and which is directly related to the subject matter thereof: 
Provided, however, That this subsection shall not be construed to prevent any 
officer or employee of the Foundation from executing any application for pat- 
ent on any such invention for the purpose of assigning the same to Government 
or its nominee in accordance with such rules and regulations as the Director 
may establish.” 

Now, in addition to that, I would like to call attention to the fact 


that section 3 (a) (c) of the act provided for an annual report by the 
Foundation giving the Congress. 


Information as to the acquisition and disposition by the Foundation of any 
patents and patent rights. 

Although it has nothing to do with your testimony, Doctor, I 
should like to call on Mr. Green, who is one of the attorneys of the 
Judiciary Committee, to state what has been the practice in the Judi- 
ciary Committee with respect to Army practices dealing with inven- 
ion by Army officers and employees. 

Mr. Green. Well, we have had, Senator, in the 84th Congress and 
the 85th Congress and one bill in this Congress which authorized an 
award of $100,000 in each instance. To one person by the name of 
Arthur Friedman in the 84th C ongress for an invention that he made 
which was a secret invention and was classified as such. Apparently, 
it was a very successful invention that aided in the prosecution of 
World War II. 

On the basis that he could get no rights to that patent, the Judi- 
ciary Committee approved and the President signed an act giving him 

a $100, 000 award for the invention. 

Again, in the 85th Congress, in a similar situation, an award was 
made to Capt. Laurence Safford of the Navy for an invention that 
he made which also aided in the prosecution ‘of World War II. 

There is presently before the committee another bill of the same 
nature which I believe you are going over at the present time. In 
all cases, you were the chairman of the subcommittee. 

Senator O’Manoney. In other wor ds, it is the practice of the De- 
partment of Defense and of the Judiciary Committee, through the 
Patents Subcommittee, to recognize that employees of the Army have 
no patent rights. They work for the Army. Their inventions are im- 
portant and they sometimes receive awards for these, but they have no 

right to apply for a patent ? 

Mr. Green. That is correct, because under those particular circum- 
stances, due to the nature of the invention, it was highly necessary for 
the national defense and for that purpose was a secret invention. 
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Yet, the Government recognized the work that the particular in- 
ventor had done and his contribution. 

Senator O’Manoney. Thank you very much, Mr. Green. I do this 
at this time because in this morning’s testimony we learned that in 
research in defense the Army seeks to maintain a procedure of grant- 
ing patent rights to contractors, but in respect to their employees the 
Army has always followed this policy of recognizing that the em- 
ployees have no rights. 

Mr. Green is called to another committee meeting later in the day 
and that was the reason for my asking him this question. 

Mr. Wright, you may proceed with the testimony of Dr. Waterman. 

Mr. Wricut. Doctor, [ think we would appreciate it if you would 
just proceed with your statement; and, if we could interrupt you at 
the points where we think questions are pertinent, I think that would 
be the most helpful way to consider your statement. 

Mr. Waterman. Thank you, Mr. Wright. 


STATEMENT OF ALAN T. WATERMAN, IN BEHALF OF NATIONAL 
SCIENCE FOUNDATION, ACCOMPANIED BY WILLIAM J. HOFF, 
GENERAL COUNSEL, AND CHARLES B. RUTTENBERG, DEPUTY 
GENERAL COUNSEL 


Mr. Chairman and members of the committee, first, may I introduce 
Mr. Hoff, the General Counsel, on my left; and Mr. Ruttenberg, who 
is Deputy General Counsel of the National Science Foundation. 

In view of your introduction, Mr. Chairman, perhaps I might read 
the provision in our act with respect to the patents to which the back- 
ground legislation referred. 

Senator O’Manoney. Very well. 

Mr. Waterman. If you would like to have me do that, I will quote 
this in the course of my statement. This is section 12 of the National 
Science Foundation Act. 

We appreciate the opportunity to appear before you today to dis- 
cuss the policy of the National Science Foundation with respect to 
patents developed through the course of Foundation-supported sci- 
entific activities and the possible impact of Government patent policies 
on the dissemination of scientific information. That this is an ex- 
ceedingly complex area is evidenced by the extent to which the matter 
of Government patent policy has been the subject of previous consid- 
eration both within and outside the Federal Establishment. 

If I may, I would like to first discuss the policies of the National 
Science Foundation as they relate to scientific activities supported by 
the Foundation, and which were considered briefly in a preliminary 
report of your subcommittee issued in 1959 pursuant to Senate Reso- 
lution 236. As pointed out in that report, the statutory basis for the 
establishment of the Foundation’s patent policies is contained in sec- 
tion 12 of the National Science Foundation Act of 1950. Subsection 
(b) of section 12 relates to the production of inventions by officers or 
employees of the Foundation in connection with the performance of 
their assigned duties. 

Since we do not conduct any research ourselves—and that is a stat- 
utory requirement—there has not been occasion for an officer or em- 
ployee of the Foundation to acquire any patent rights to inventions 
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produced in connection with his Foundation responsibilities. I there- 
fore believe it would be appropriate to eliminate subsection (b) from 
further discussion. 

Subsection (a) of section 12, to which I have referred and which 
was the subject of the chairman’s introduction, states as follows: 

Each contract or other arrangement executed pursuant to this act which relates 
to scientific research shall contain provisions governing the disposition of inven- 
tions produced thereunder in a manner calculated to protect the public interest 
and the equities of the individual or organization with which the contract or 
other arrangement is executed: Provided, however, That nothing in this act 
shall be construed to authorize the Foundation to enter into any contractual or 
other arrangement inconsistent with any provision of law affecting the issuance 
or use of patents. 

As you can see, this gives the Foundation wide discretion with re- 
spect to the establishment of its patent policies. 

We have thought a great deal about the matter of patents on inven- 
tions arising out of research or fellowship activities rec a support 
from the National Science Foundation. On the one hand, the public 
interest must be protected. On the other hand, when an organization 
or individual has spent a number of years working in a particular 
field of research it does not appear appropriate that, because of what 
may be a relatively small grant of funds from the Foundation to assist 
in further research in that field, the Foundation should insist that the 
Government receive all the fruits of those years of effort. 

The vast majority of the Foundation’s research support is provided 
through grants to nonprofit institutions, primarily those of an educa- 
tional nature. The Foundation rarely supports research by profit- 
making organizations, and if it does, as it has in about eight cases, 
it does so by contract rather than through the grant mechanism. 

In the v ast majority of cases, the amount of money provided by 
the Foundation is substantially less than the funds actually — 
to carry out the research. The institution brings to the research its 
facilities, the know-how of its scientific staff and its wide experience 
with research administration; and also its background of scholars in 
other fields which impinge on the problem immediately before them. 

Under such circumstances, it would appear that, even if the Gov- 
ernment should retain some rights to inventions developed during the 
course of such research, those rights should probably not include entire 
ownership of the patent. We, of course, do secure a royalty-free, 
nonexclusive license, for the use of the invention for governmental 
purposes. 

Senator O’Manoney. May I at this point, Doctor, ask you to state 
what has been the amount, the total amount, of the grants that you 
have made in the term of your existence as a Foundation ? 

Mr. Waterman. I believe I refer to that later in this statement— 
$436 million all told, I believe, Mr. Chairman. 

Senator O’Manonery. You are aware, of course, that the amount of 
money spent by other agencies in public research is vastly more than 
that ? 

Mr. WaAtTerMAN. Yes, indeed. 

Senator O’Manonery. You have published a booklet on the Federal 
Funds for Science, have you not ? 

Mr. WaterMAN. This is an annual publication, Mr. Chairman. 

Senator O’Manoney. Yes. 
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Mr. WavrermMan. We have our ninth edition in preparation. 

Senator O’Manonery. I have before me the book No. 8 which covers 
the Federal research and development budget for fiscal years 1958, 
1959, and 1960. 

Mr. WATERMAN. Yes, sir. 

Senator O’Manoney. Now, that shows that in many other depart 
ments and agencies of the Government large amounts of money have 
been expended. 

Mr. WarerMan, Yes, sir. 

Senator O’Manoney. Do you know what the total may be? 

Mr. Waterman. The total as of now, total research and develop- 
ment funds by the Federal Government by the latest estimate is $8.4 
billion, 


Senator O’MAanoney. Sometimes in reviewing the funds of the vari- 
ous agencies we get confused between appropriations and obligated 
funds and actual expenditures. 

My information is that the three Departments of Defense—<Air 
Force, Navy, and Army—together in the last 10 years have actually 
expended $23 billion. Do you know anything about that? 

Mr. WaterMAN. We list in this annual report obligations and ex- 
penditures separately. I don’t recall this figure, but we could easily 
give you that total, if you like. 

Senator O’Manoney. Table 22 in your booklet for 1958, 1959, and 
1960, on the top line gives the total for all agencies in the years 1947, 
1948, 1949, 1950, and 1951, 1952, 1953, 1954, 1955, 1956, and 1957. 

These figures run as follows: 

1947, $619.4 million; 1948, $776.6 million; 1949, $938.1 million; 
1950, $973.2 million; 1951, $1,481.9 million; 1952, $1,887.3 million; 
1953, $1,900.1 million; 1954, $1,744.0 million; 1955, $2,044.6 million; 
1956, $2,419.3 million; 1957, $2,724.4 million. 

And so it goes, making a grand total during the last 20 years, as 
I recall, exceeding $35 billion of the public funds. 

Pardon me, you may proceed. 

Mr. Waterman. No doubt, the figures are correct, Mr. Chairman. 
I just don’t recall them. I do want to call attention to the fact that 
this is all research and development, and that in the Foundation’s 
program we are restricted in general to basic research support, which 
is quite a different thing, since it does not, in general, include end 
items. 


Senator O’Manonry. Oh, yes, I understand that. You may 
proceed. 

Mr. WarerMAN. Our mission is the support of basic scientific re- 
search, not engineering development. Basic research, as you know, 
is aimed at wider knowledge of the subject being studied without the 
particular goal of practical application. It results in the publication 
In recognized mathematical, scientific or engineering journals of an 
article describing the work and conclusions Sree from it. It forms 
the basis for the recognition by the scientific community of the im- 
portance of the work, and the originality and soundness of it, that 
motivates the basic research worker and not its practical use. He is, 
therefore, not looking for patents but to a full discussion of the re- 
search information developed. 

In order to emphasize this point I would just like to tell you a little 
about the psychology of the scientific worker in this field. 
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He is trained from the minute he determines to be a scientist in 
the graduate school by his teachers that the one thing he must do 
is to look to discover something original, something new, and which 
must be sound in conception and execution of the plan. His reputa- 
tion depends on this. His promotion as a scientists depends on this. 

Now, he dare not under these conditions lose what the scientists 
calls the integrity of research. By this is meant in the first place that 
the work is sound. Second, that he gives credit to any individual who 
has done any work bearing on the field of the research. 

He must do that in connection with any report he makes; and he 
must give credit to any other scientists for any device that he uses 
or ideas that he got from some other scientist. Now you see how 
this comes about. 

Note that his work must be original. In order to be original, he 
must know what everyone else is doing, or he cannot know whether 
his work is original or not. 

Suppose one of you and I were both in the same field of research. 
We must communicate freely. If we don’t, we can’t be sure each of 
us is original. So the whole goal of a scientist then is to communi- 
cate with his fellows everything he does as fast as he can in order 
that he can be sure they will do the same by him. 

That is the only way he can guarantee that his work is original 
and new. I assure you that if he slips up on giving credit to a per- 
son who has done work in the same field or slips up on communication 
with someone who is in the same field, ignores another’s work and 
claims for himself, he is immediately ostracized. In effect he com- 
mits suicide as a scientist. 

This point of view is very important here, because you can see that 
his aim is to communicate what he does as rapidly as possible. 

Now, in his career as a scientist he is looking to get ahead, and he 
wants to come out before anyone else, of course, with his original 
work. So he tries to communicate as rapidly as possible; his safe- 
guard is the speed with which he can get results, you see, and above 
all not trying to hold them back. 

If he holds them back, someone may beat him. This has a bearing 
on the patent question, because his mind is not on that sort of thing. 
He doesn’t want to protect anything. He wants to get it out. Fur- 
thermore, everyone is in the same boat. 

So this philosophy you can count on as being an essential character- 
istic of people in basic research. It differs very much from a person 
in applied research and development, say, in industry, where it is 
much to his advantage and to his firm to get out patents. This is 
quite an important point; and it is not an easy one for a person to 
see who has not been in research. 

Mr. Wricut. Dr. Waterman, I would like to ask you a question in 
that connection. In view of this complete lack of interest that you 
have just described on the part of the basic scientific research workers 
in patent rights, I wondered why it is that all of the Foundation’s 
basic research contracts provide For the retention of patent rights by 
the research contractor or grantee ? 

Mr. WaterMANn. The reason here is—it seems to me—that if they 
were required to report this to the Government, there would be a 
tendency then for the Government to hold the information until a 
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patent is claimed, and the researcher would be prevented or delayed 
then from spreading the idea. 

Of course, I was giving you the general picture in basic research, 
and I am quite willing to to state that there are occasional cases where 
something emerges as a patent on the side, and in that case the plan 
is, of course, if they choose, to file on it. The use is usually quite 
limited in that case because there are not many people engaged in this 
scientific research in the same field who would have use for the device. 

We do feel that in view of the equity—and I think that is the right 
word—of the institution, it is fair to allow them to file the application 
and let us know. 

Mr. Wricur. If I understand you correctly, Doctor, the aim of the 
basic research contract is not to produce a concrete application or a 
patentable invention at all. In view of what you say, isn’t it true 
that the extent that you incorporate in a basic research contract a 
provision which holds out the promise of reward to the researcher 
through patent rights, that you thereby divert him to some extent 
or may give him an incentive somewhat opposed to the purpose of 
the contract, itself, to produce an increase in general knowledge rather 
than to produce a specific application 2 

Mr. Warerman. I think the reasoning is there. We faced this 
question earlier in the Foundation, and it seemed to us according to 
the statute that we did have to make a statement about patents in the 
grants and the contracts that we made. 

So this is fulfilling a requirement, you might say. 

Mr. Wricur. You read the statute as requiring you to leave some 
patent rights or make some provision for patent rights in your con- 
tractors ? 

Mr. Waterman. I think it was necessary to put something like that 
in or we would be questioned by Congress as to why we didn’t, since 
this patent question is something that we should make people under- 
stand. We do have a policy. 

Mr. Wricut. Perhaps I misunderstood the language of the statute 
you read and the congressional reports that Senator O’Mahoney read. 

But I thought it was quite clear from both the reports and the 
language of the statute, itself, that the Foundation was charged with 
the responsibility for making an individual study and determination 
of what the impact of patent rights would be on each contract, and 
then taking appropriate action which might include either no patent 
rights for the contractor, or perhaps title in the Government, depend- 
ing upon the examination of the individual situation. 

You don’t understand, do you, that that language ever compels you 
to leave with a research contractor specific patent rights ? 

Mr. Waterman. Well, let me quote—my answer applied to the 
statement here: 

Each contract or other arrangement executed pursuant to this act, which re- 
lates to scientific research, shall contain provisions governing the disposition of 
inventions produced thereunder. 

It seems to me that this calls for our making a statement of what 
it is we plan to do with respect to patents. That is why that pro- 
vision is there. 

Does that answer your question ? 
Senator O’Manoney. You haven’t finished the sentence, Doctor. 
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Mr. Waterman. Oh, yes. 

Senator O’Manoney (reading) : 

Shall contain provisions governing the disposition of any invention produced 
thereunder. 

Mr. Waterman. Yes. 

Senator O’Manoney (reading) : 

In a manner calculated to protect the public interest. 

Mr. WaterMaNn. Yes, sir. 

Senator O’Manoney. That is the first. 

And then, second, it says: 

And the equities of the individual or organization with which the contract 
or other arrangement is executed. 

Now since the equities of the individual or organization are bound 
to vary, each such contract must be different. But you make them all 
alike. 

Mr. Waterman. You understand, Mr. Chairman, that the vast 

majority of our contracts, we make some 13,000, have involved no 
patents; we have only received assignments of patents for 3. That is 
only 1 out of 4,000. So we are talking about an extremely minor 
percent. 

These grants or contracts are given to institutions with long ex- 
perience in the scientific field. They have had vast experience in the 
areas where this occurs, and so have the men particularly concerned 
with research. 

Therefore, their background is very considerable over the years. 
Besides that universities have available as few other institutions do 
people in neighboring fields that they can call on and this is not neces- 
sarily written in the grant. The point is that they have great ex- 
perience to draw on. 

Senator O’Manonry. The committee understands the difference 
between grants to nonprofit institutions and contracts with other or- 


ganizations. But we are talking now about the grants. Let us say 
SO. 


Mr, WarTeRMAN. Yes. 

Senator O’Manoney. Since the employees in such a case are not 
interested in patents, Mr. Wright’s question is: 

Why do you hold out to them the incentive that they may get a 
patent ? 

Mr. Waterman. I thought I answered that by saying I thought 
we were required to state what the patent provisions were by law. 

Senator O’Manoney. I don’t construe the statute that way at all. 
You have the discretion to measure the equities between A and B 
and C, and not to deal with them on a general basis. 

Mr. Waterman. May I ask Mr. Hoff to answer this question fur- 
ther? 

Mr. Horr. I might just say that what Dr. Waterman has been re- 
ferring to is what we ordinarily do, taking into account the type of 
grant and the type of research work that is involved. 

Now, this is stated in our National Science Foundation publica- 
tion, “Grants for Scientific Research.” 


Senator O’Manoney. I am asking you to answer what is stated in 
the law. 
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Mr. Horr. I am talking of that, sir. 
Senator O’Manoney. It is stated in the law that you must take into 
consideration the equities of the particular individual and the par- 
ticular organization with which the contract or other arrangement 
is executed. 

Mr. Horr. I have that in mind, sir. I am coming to it. 

Senator O’Manoney. Doesn’t that bear 

Mr. Horr. May I come to that? I am trying to explain. 

Senator O’Manoney. Surely. 

Mr. Horr. In our general publication on this, our statement on 
patents and inventions is, forgetting an introductory paragraph— 
well, I will read the whole thing. 





Patents and inventions: The results, by way of inventions or discovery, 
traceable to public funds made available through Foundation grants, should be 
used in a manner best to serve the public interest. 

Ordinarily, disposition of patent and other rights in any inventions or dis- 
coveries made or conceived during the research shall be the responsibility of 
the grantee. 

Now, that ordinarily does not mean always. For instance 

Senator O’Manonery. But that is not the contract, sir. 

Mr. Horr. This is a statement of practice. 

Senator O’Manoney. I know, but the contract rides above that. 

Mr. Horr. Of course, it does, and what I am trying to get to is how 
we vary this in individual grants when the occasion arises 

What I am saying is, I first was trying to give our statement of 
policy, which is that ordinarily we believe the equity is going to rest 
with the institution, and on giving an individual grant that would be 
reflected in the provision in that grant. 

However, when we feel the equity does not so lie, we change the 
provision. 

For instance, in some grants that we have made under a new experi- 
mental program for the development of prototype laboratory equip- 
ment, where we have been giving grants not to profit organizations but 
to universities who are engaged 1 in teaching in the field, we have re- 
quired, among other things, that in arranging for manufacture of any 
patented article that they come up with, that they be certain to secure 
the widest possible distribution at the lowest price: and that any in- 
come received from that will be held for disposition in accordance 
with the wishes of the Government, namely, of the Foundation. 

So it is clear that we do not have an ironclad uniform provision 
and certainly intend to watch any grants where it would appear as 
though the equity were with the Gov ernment. 

What Dr. Waterman was trying to describe was the great prepon- 
derance of all our grants where we come in with some assistanc e some- 
where in a long continuum of research. Somewhere in a man’s life- 
work our gr ant 1 may give him enough money to hire a couple of assist- 
ants. Our grant may give him money for a little equipment. 

This is only a very small part of what he has put into it, what he 
is putting into it, and what he will. Under those circ umstances, and 
also bearing in mind the very remote possibility of patents, it has been 
our policy—and we may be wrong—but it has been our considered 
policy that the equities lie with allowing the institution which has 
really funded all this over the years and which has brought the people 
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together, to secure the patent rights, reserving to the Government the 
royalty-free license. 

I hope that answers the question. 

Senator O’Manonry. I may have misunderstood you, but I certainly 
have the impression that Dr. Waterman’s testimony was, in response 
to the question of Mr. Wright, that the same clause is in the contract. 

(At this point in the proceedings, Senator Hart left the hearing 
room. ) 

Mr. Horr. In most contracts. As I have tried to explain, the great 
preponderance of our grants fall in this area where we feel this is the 
correct clause. But this is not something that is in every one. We 
have made a few deviations. 

Mr. Wricur. I would like to ask you a question, as a lawyer, Mr. 
Hoff, and simply as a matter of statutory construction. 

I don’t see how you read the language of the act as authorizing 
you or the Foundation to determine what you call an ordinary or 
general policy applied to, as you say it does, the vast majority of your 
contracts. 

The statute on its face seems to quite plainly lay upon the Founda- 
tion the obligation of an individual case-by-case analysis of each con- 
tract or grant with respect to patent rights before it determines what 
disposition is made of those rights. 

Now, correct me if I am wrong, but, as I understand it, what you 
have set out here, when you said— 

Ordinarily, disposition of patents and other rights on inventions or discoveries 
made or conceived during the research shall be the responsibility of the grantee— 
Is precisely what you put in 90 percent of your research contracts, 
whether you are dealing with a grantee, an educational institution 
or a contractor who may be a private corporation; am I wrong about 
that ¢ 

Mr. Horr. Let me put it this way. Ninety-nine point something— 
point fairly high, I believe—of all our grants and contracts are with 
educational institutions. We have had, I think, something like 8 
contracts out of 13,000, 8 contracts with profit institutions, out of 
something like 13,000 grants. 

Mr. Wricut. Let’ s take one at a time. 

Those with the educational institutions, you do in at least 90 per- 
cent, or let’s say probably 99 percent, of those contracts delegate to 
the institution the responsibility for determining what shall be done 
with the patent rights, is that not correct ? 

Mr. Horr. That is correct. 

Mr. Wricut. And where do you read in the statute any provision 
which authorizes you to make that kind of a delegation ? 

Mr. Horr. That kind of a delegation is made on the basis of each 
individual grant. The provision, whether that or a modified one, is 
in the individual grant instrument. It is not a general provision. 

Mr. Wricut. I understood you to say that you have a boilerplate 
ge a if I may use the expression, which says that the responsi- 
nility for any patents or inventions that may result lies with the 
grantee or the contractor, as the case may be. 

This is not a provision that you vary from contract to contract but 
is a provision which in those very words and in precisely the same 
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words appears in more than 90 percent of the grants of contracts you 
have let; is that wrong? 

Mr. Horr. I would only disagree in that this is put into each grant 
on the basis of the determination as to the nature of that grant. 

Mr. Wrieut. This is what you have done. Are you now telling me 
that that hasn’t been done pursuant to any general policy? If it has, 
I don’t understand what this statement in your pamphlet means. 

Mr. Horr. That is correct. 

Mr. Wricut. That this is not a statement of general policy ? 

Mr. Horr. That is correct. 

Mr. Wricur. I don’t understand what it is, because it says: 

Ordinarily, disposition of patents and other rights in any inventions or dis- 
coveries made or conceived during the research shall be the responsibility of 
the grantee. 

That, I think, is a statement of policy. 

Mr. Horr. Let me put it this way. Out of the experience in deal- 
ing with these thousands of grants, it has become very clear to us that 
or dinarily—and “ordinarily” meaning looking at the facts in each in- 
dividual case—the equities fall along this general pattern of some sup- 
port somewhere along in somebody’s general work. 

That is the reason that the standard clause—of course, it is a stand- 
ard clause. We wouldn’t want to write a different one saying the same 
thing in 12,000 contracts. 

Mr. Wricu. Can you tell us in how many instances you have writ- 
ten a clause under which the title to the patent produced was to be re- 
tained by the Foundation for the Government ? 

Mr. Horr. In a few cases we have reserved certain rights beyond 
the royalty-free license to the Government. 

Mr. Wricutr. How many ? 

Mr. Horr. I don’t know. I think in this particular program that I 
mentioned a minute ago. I think there have been about 30 grants. 

Mr. Wricur. Out of how many that you have made altoget her ? 

Mr. Horr. Inthat program? Allof them? 

Mr. Wric a I say 30 out of how many ? 

Mr. Horr. I don’t know whether there are others. This is a par- 
ticular program. 

Mr. Waterman. A special program. 

Mr. Wricut. What is the particular program you are referring to? 

Mr. Horr. This is the program referred to before of grants to uni- 
versities to try to develop prototype laboratory teaching equipment for 
scientists. 

Now, the reason there is that this is not something that has been the 
life concern of the individuals. We are not merely giving a little as- 
sist, although some universities have done a good ‘deal of : work on it, 
we are purposely stimulating the effort. 

Also, this is something which is looking forward toward practical 
development. It is not looking toward a scientific fact. It i is looking 
cheael the development of hardware, if you will. So this is w here 
we think that the equities are entirely different. 

Mr. Wricut. What you are talking about now, I take it, is a pro- 
gram directed toward a specific application which you would not call 
basic research ? 
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Mr. Horr. That is right. It is a basic research tool, if you want to 

call it that, a teaching tool. 

Mr. Wrieur. I gather it is basic research with some immediate or 
near future application in view ? 

Mr. Horr. It has specific application, certainly. 

Mr. Wricur. And you are saying that where you have the specific 
applications, then you do reserve “titles to the Government in this 
program ? 

Mr. Horr. We don’t generally make grants for specific applications. 
I would have to answer that on each individual case. 

Mr. Wricut. I understood you to say that what distinguishes this 
educational appliane e—or whatever it is—device program from your 
other grants, is that here you do contemplate specific applications. 

Mr. Horr. That is correct. 

Mr. Wricut. And you say where you contemplate the specific 
applications, you then reserve title in the Government ? 

Mr. Horr. I didn’t want to answer that categorically. 

Mr. Wrieur. In this instance you have. 

Mr. Horr. I would say, in any case where there is a specific appli- 
cation contemplated, we would Ligh at it with an extra careful look, 
to be sure that the Government should not have some greater patent 
rights. 

Mr. Wricur. Are there any other instances where you believe— 
what other criteria have you applied, if any, which resulted in a 
modification of this standard clause of yours so that the Govern- 
ment would have greater rights than a royalty-free license ? 

Mr. Warerman. I don’t think of any, Mr. Chairman. There are 
some which are designed to give information to the Science ee 
tion to solve problems of its own which, however, are not in this are: 
of producing things that are patentable; but, rather, research ito 
methods and procedures and summaries and surveys and conclusions 
drawn fromthem. I think that is correct. 

May I return, Mr. Wright, to your original question, just to add 
one more thing? 

Mr. Wricur. Sure. 

Mr. WarerMAN. You were asking about why we have this clause in 
practically all our grants. 

Mr. Wricut. Yes. 

Mr. WaTerMAN. One reason is because—and this is a fairly easy 
question to answer to a person who has been in academic research— 
these grants resemble each other very strongly in respect to the ex- 
perience of the group in the university, as we learn in the process of 
appraising the grant. Incidentally we make a high selection here; 
only about one in three can we activate. 

In that process of selection it always appears—the experience 
of the group—as an important factor. So the equity is there in sub- 
stantially all of them, you see. 

Now, in addition, one more thing. One might ask the question: 
Why do we put any patent clause in ‘at all under those circumstances ¢ 

The answer is: Because this basic research i is research into the un- 
known. You can’t be sure of what you are going to find. You can’t 
be certain that the investigator can tell you in advance how he is going 
to go about it. 
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So on the off chance, which occasionally happens, that something 
comes up that is patentable: it pays to tell them under those circum- 
stances what the outcome would be. 

Mr. Wricut. And your practice is to provide that in the off chance 
that a useful patent develops out of those intended to be pure research, 
that the contractor receives the benefit, rather than the Government? 

Mr. WarterMAN. That is correct, and that he knows what to do. 
This is an educational institution. 

Senator O’Manoney. Mr. Wright, may I ask a question there? 

Mr. Wricut. I amsorry, sir. 

Senator O’Manoney. That is quite all right. I have listened with 
a great deal of attention to what you both have said, and, frankly, 
you will pardon me if I say that I think you have both talked all 
around the question and avoided the issue. 

It is clear that you use the same “boilerplate” clause in all these 
contracts, and yet the contracts go to organizations, nonprofit organ- 
izations probably, the employees of which are schooled and trained to 
have no interest in patents. 

Yet you delegate to the nonprofit organization the power that Con- 
gress gave to you, and there is no phrase or sentence in the law which 
gives you the power to make the delegation. 

Mr. Waterman. Except that there is this matter of equity, Mr. 
Chairman, which we 

Senator O’Manonry. Oh, no, equity varies from case tocase. You 
cannot. use a general equity for all individuals. 

Mr. WaTeRMAN. I thought we tried to explain, Mr. Chairman, that 
we did make exceptions to this, but that in the vast 
Senator O’Manonrey. How many exceptions? 

Mr. Waterman. As Mr. Hoff was saying 

Senator O’Manonry. Dr. Waterman, I ask you to produce for the 
committee one contract showing an exception. 

Mr. WaTERMAN. Well, the exceptions are the ones where we 

Senator O’Manoney. Produce one contract showing an exception. 

Mr. Waterman. As we said, there were three cases where a patent 
has been granted, only three. 

Senator O’Manoney. Did you report to Congress? 

Mr. Horr. It will be in the next annual report. It just came in. 

Mr. WarerMAN. It just came in. We will have it in our next an- 
nual report. We had none until this year. 

Senator O’Manoney. Did you have any for any previous year? 

Mr. WaTeRMAN. No, sir. 

Senator O’Manoney. Was this the same phrase in this contract? 

Mr. WaterMAN. Exactly. 

Senator O’Manoney. That makes it clear. We can’t agree, at least 
I can’t agree, with your interpretation of this plain language of the 
congressional act. 

Mr. Waterman. I just don’t understand that, Mr. Chairman, be- 
cause I thought the atlas that you called attention to a minute a 
stated that the Government had to take into account the equities of the 
institution, and we went to some pains to say we think in these cases 
the institution does have an equity. I am not a lawyer. 
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Senator O’Manoney. It says— 


shall contain provisions governing the disposition of inventions produced there- 
under in a manner calculated to protect the public interest and the equities— 


plural— 
of the individual or organization with which the contract or other arrangement 
is executed. 

That recognized that the equities are necessarily different between 
every individual and every organization. You make no difference. 
You just grant the delegated power of patents because you have no 
regard for patents. 

(At this point in the proceedings, Senator Hart enters the hearing 
room. ) 

Senator O’Manonry. We say to you—I say to you—that the Con- 
stitution gave to Congress the power to issue, to make these patent 
laws. It did not give it to any contractor, whether they be non- 
profit 

Mr. Waterman. Yes. Let me try again, Mr. Chairman. 

What I have tried to say was—and it would be readily apparent to 
a person who is very familiar with academic institutions and their re- 
search—that in this respect science departments and academic de- 
partments, in general, have this in common. 

One could try one individual case after another and find them 
absolutely alike in this respect: that there is just an outside chance 
there might be a patent, but that the purpose is not a patent, in gen- 
eral. That is the first point. 

The second is that the institution has a longstanding experience in 
the field, and a longstanding competence. All the Government is doing 
is coming in at one point of time and giving a little needed assistance 
so that they can get on with their work. 

You see, the Foundation is not interested 

Senator O’Manoney. But, Doctor, you have painfully explained 
that the research in these institutions has no igual for patents. They 
can’t have any regard for patents, because their desire is to communi- 
cate everything immediately. 

Mr. WaTERMAN. Yes. 

Senator O’Manoney. (continuing). To all their associates. They 
have no interest in patents. 

Yet you write in the boilerplate clause to give them an interest in 
patents. It just doesn’t make sense, scientific sense nor legal sense. 

Mr. WaterMAN. Our statement is “ordinarily,” Mr. Chairman. 
What I am saying was we don’t have to look at each individual case to 
formulate a general policy, but within the general pres we should 
make exceptions where we see they need to occur, and that is what we 
are trying to say we have done. 

Senator O’Manoney. Your general policy, then, is to give these 
people who don’t like patents the right to get patents? 

Mr. WaterMAN. On the off-chance that one may arise. 

Senator O’Manonry. And you make the exception of a few cases? 

Mr. Waterman. On the off-chance that one may arise. 

Senator O’Manoney. That is amusing, Doctor, if you will pardon 
me for saying so. 

Mr. WartEerMAN. Well, three grants out of 13,000 sounds like an off- 
chance. 
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Senator O’Manoney. Let’s abandon this debate. We are getting 


nowhere. The interpretation will be clear to the members of the 
committee. 


You may proceed. 

Mr. Waterman. The Foundation rarely supports research by prof- 
itmaking organizations, and if it does, as it has in about eight cases, 
it does so by contract rather than through the grant mechanism. 

In the vast majority of cases, the amount of. money provided by the 
Foundation is substantially less than the funds actually needed to 
carry out research. The institution brings research 

Senator Harr. Mr. Chairman, may I inquire of the doctor where 
you are now reading ? 

Mr. WarerMan. Yes, sir. Page 3. I am on the third sentence, 
page 3. 

Mr. Wrieur. J think, Doctor, you had covered that. 

Mr. Waterman. I had forgotten where I had finished 
I had finished that paragraph. 

Mr. Wrieur. I think, when I interrupted you, you were down to 
the bottom of the page, the third line from the bottom of page 3. 

Mr. WaTerRMAN. Yes, you are quite right. 

Furthermore, basic research is concerned primarily with the study 
of natural phenomena and the ascertainment of natural laws and 
principles. The prospects of patents arising from such research 
which have commercial value, therefore, are very limited. 

This is borne out by our experience today. Since its inception up 
to the present time the National Science Foundation has made over 
13,000 grants for suport of scientific activities. The estimated total 
dollar amount of grants through fiscal year 1960 is approximately 
$436 million. In ‘addition, the Foundation has awarded approxi- 
mately 13,000 fellowships to individuals for scientific study or work. 

During that time we have been informed that only three patents 
have been obtained on inventions dev eloped in connection with scien- 
tific activities supported by the Foundation. Two of these patented 
inventions arose during research conducted by the Midwestern Uni- 
versities Research Association under a grant from the Foundation 
and the third was developed in connection wtih research supported by 
the foundation at Brigham Young University. 

We, of course, have received royalty- free licenses to use these in- 

ventions for governmental purposes. 

All three of the patents have been assigned to the Research Corp., 
a nonprofit organization which distributes its net income to col- 
leges and universities as grants-in-aid of fundamental research. Un- 
der its arrangements with educational institutions, the Research 
Corp, acquires from the institution inventions which may have com- 
mercial prospects. The Research Corp. bears all costs incidental to 
patent processing and licensing of such inventions. Income from 
patent royalties is divided among the institution, the inventor, and 
the Research Corp. 

The institution’s share is, of course, devoted to research and edu- 

cation purposes. The corporation’s share, after deduction of ex- 
penses, is applied to sponsoring further basic scientific research. 

Institutions such as Tisivard, Yale, the Massachusetts Institute of 
Technology, the University of Pennsylvania, New York University, 
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and other leading institutions of higher learning have utilized the 
services of the Research Corp. 

In fiscal year 1958, the Research Corp. awarded colleges and uni- 
versities about $1.2 million as grants-in-aid of fundamental research. 
In point of fact, therefore, the bulk of any income received from 
patents developed during the course of research supported by the 
National Science Foundation generally would go boul into scientific 
research or be used for other educational purposes. Since the 
Foundation was established, we have been notified, in addition, of 
13 other oo for patents. Two of these applications have 
since been abandoned. 

Our policy had been to require notice to the Foundation at the time 
the patent, if any, was received, and for the royalty-free, nonexclusive 
license also to be granted at that time. We changed this policy last 
year, however, so that the Government receives its license and the 
Foundation is notified at the time of application for the patent. 

At one time the Foundation reserved the right to determine dis- 
— of any foreign patent — accruing in connection with 
oundation-supported activities. It had been thought that U.S. 
Government ownership of the foreign rights would place the United 
States in a better position to bargain with foreign governments with 
respect to the right of the United States to use inventions made by 
foreigners and patented in foreign countries or in the United States. 

We found, upon inquiry of other Federal agencies, however, that in 
no case was there any interest in the retention of such rights by the 
Federal Government, one reason probably being the cost of prosecut- 
ing the foreign application. 

Furthermore, we understand that under the various NATO status 
of forces agreements and similar agreements between the United 
States and foreign countries, the respective governments receive access 
to foreign inventions by way of patent exchange clauses. 

The Foundation’s present policy with respect to foreign patent 
rights is now the same as with respect to domestic rights: namely, 
that the Government receives a nonexclusive, royalty-free license to 
use the invention for governmental purposes. 

We understand that several efforts were made to encourage industry 
to underwrite the cost of obtaining foreign patents on U.S. Govern- 
ment-owned inventions in exchange for a royalty-free, nonexclusive 
license under the foreign patents. 

These efforts were unsuccessful undoubtedly because the industrial 
organizations would have had no protection for the investment of the 
funds required to obtain foreign patents in the absence of a grant of 
an exclusive license from the U.S. Government. 

Senator O’Manonery. May I interrupt, Doctor ? 

Mr. WaTERMAN. Yes, sir. 

Senator O’Manoney. To ask you whether it has ever occurred to 
you that it might be a good policy to require the retention of the 
title by the Government and the dedication of any royalty that might 
be received to the payment of the national debt ? 

Mr. Waterman. We have always thought of this, Mr. Chairman, 
as such a very small fraction of what we do that I should think the 
question of materiality might arise there. 
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If we tried to look into this too thoroughly, then we might spend 
more money doing it than the royalties would involve. 

Senator O’ManoneEy. This committee is considering not only the 
National Science Foundation, but all the rest of the agencies. 

Mr. WATERMAN. Yes. 

Senator O’Manonry. And among them all, with the number of 
patents that are developed, there would be a considerable income to 
the Government if it had a right to charge a royalty on its government- 
owned patents. 

Mr. WareRMAN. On any patent matters for devices that were 
worked out for public use; yes. 

Senator O’Manoney. And, of course, the Government is now seri- 
ously in debt, and the public has to pay over $9 billion a year for 
interest on the national debt. So we are dealing with a very broad 
problem. 

Mr. WarerMAN. Yes. Well, of course, this would mean consid- 
erable revenue if these devices were all worked out for public use, if 
the Government had some mechanism for doing this. I can’t say 
that I am a specialist on this general question, Mr. Chairman, except 
I do know that this is a question that has vexed the Government for 
years and years. There have been arguments on both sides. 

Insofar as the National Science Foundation is concerned, this is a 
very minor problem, you see. 

Senator O’Manonry. Would you object to having the Congress 
make the law in such a manner as to make you a judge in this whole 
patent field ? 

Mr. Waterman. I think, Mr. Chairman, we at present 

Senator O’Manoney. I mean in the patent field involving research 
and development. 

Mr. Waterman. I understand. This would completely change the 
character of our organization in a very important respect, Mr. Chair- 
man, because our business is basic research and education in the 
sciences, and not development. 

Senator O’Manoney. You could go on with your basic research. 
This would just be an additional duty. 

Mr. Waterman. Yes, but I mean we have no employees who have 
made any specialty of applied research and development at the pres- 
ent time. 

We would certainly have to, if this were done, take on a large staff 
of people who knew applied research and development. 

Senator O’Manoney. It may be that it would not be altogether 
wise, but it may be wise and it may be necessary to establish a uniform 
policy for all agencies involved in research, applied and basic. 

Mr. WarermaNn. I should think, if one were considering this broad 
question, the right approach would be to assign such responsibility to 
an agency that already had interests in applied research and develop- 
ment, so they would have a staff completely familiar with the problem, 
and avoid taking on a new kind of responsibility. 

Senator O’Manoney. Well, for 20 years various agencies have been 
dealing with the matter. They have staffs that are supposed to be 
familiar with it, but there is no uniformity. 


Mr. Waterman. You see my point. It would take us far afield 
from our present assignment. 
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Senator O’Manoney. Oh, I do. 

Mr. WarermMan. Perhaps an agency with a closer contact here 
would be a better way of doing it. 

Senator O’Manoney. You may proceed. 

Mr. Horr. I might just add something to that. I think any effort 
to have any single agency pass on proposed grants and contracts by 
the whole Government would produce 

Senator O’Manoney. That is not the suggestion. 

Mr. Horr. I misunderstood the suggestion then. I think the gen- 
eral idea of trying to work toward uniform policies of the Govern- 
ment—— 

Senator O’Manonery. With respect to patents. 

Mr. Horr. Yes, with respect to patents, is certainly something we 
would be happy to be part of. 

Senator O’Manoney. That is an encouraging word. 

Proceed, Doctor. 

Mr. Waterman. We can make a contribution to this in the field of 
science, Mr. Chairman. 

I have mentioned the general approach that we have taken with 
respect to inventions arising out of Foundation-supported scientific 
activities. It has been based in large measure upon three considera- 
tions. 

1. The substantial contribution of the organizations involved. 

2. The fact, in the vast majority of cases, that the grantees are 
educational institutions whose policy is to make scientific information 
freely available and whose income is devoted to research or educa- 
tional purposes. 

3. The fact that the purpose of basic research is the ascertainment 
and dissemination of new ae. and that patentable inventions 
would therefore be infrequent and rarely of commercial value, 

This approach, however, is far from inflexible and we would not 
hesitate to make different arrangements where particular circum- 
stances appear to warrant it, as, for example, where it may appear 
that the contribution of the grantee or contractee has been very minor 
or where the public interest requires it, as in the case of an invention 
affecting the public welfare or which may result in very large sums of 
money being received. 

Mr. Wricut. Excuse me, Doctor, but may I ask you: 

What do you regard as an invention affecting the public welfare 
that falls within that category ? 

Mr. Waterman. Oh, there are many. Anything related to public 
health, anything related to agriculture, anything related to power, ways 
of producing power, nutrition, transportation, communication—any 
of these general things. 

Mr. Wrieut. Thank you. 

Mr. Stepman. Have any of your contracts related to these fields in 
the sense that they might relate to some developments that could be 
used in these areas? 

Mr. WarermMaAn. Usually, not at all directly. It is true that many 
ideas that affect public welfare come out of basic research, but history 
shows that in the first place the finding has to be verified by other 
scientists and that takes usually a few years to make sure it is right. 
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Second, somebody has to take it in hand who has a different motive, 
in general, from the basic research scientist—someone who wants to 
do something with it. 

Now, commonly, this can take place in Government laboratories or 
in industry where their goals are practical. 

Mr. SrepMan. Have you in these 13,000 grants and scholarships 
given consideration to this aspect of it? 

Mr. WaterMAn. Oh, yes. 

Mr. SrepMan. Deciding whether to allow any patents that might 
result to be retained ? 

Mr. Waterman. Yes; Mr. Hoff mentioned one which is concerned 
with the ideas for the improvement of equipment used in science 
instruction. However, even here it is the ideas that we are after. 

But if equipment comes out of it, this might be in the public interest 
in education and science, so we did deal differently with it. 

Mr. SrepmMan. And, so far as I understand it, you have had only 
about 30 cases; is that right ? 

Mr. WaterMan. That is right, yes, in that particular program. But 
in all we watch this point. 

Mr. Wrieur. As I understand it, Mr. Hoff—and I may have mis- 
understood you before—the fact is, is it not, that even in those special 
cases where you are dealing with what you regard as the possibility of 
a public welfare invention, that even in those cases you did not reserve 
title to the invention for the Government, did you ? 

Mr. Horr. No. We put restrictions on how the patent would be 
used, in effect, by requiring the widest dissemination at a price that 
would make it possible to get the greatest distribution, and retention 
over the use of the funds, directing the use of the funds. 

Mr. Wricur. But all that the Government got for itself was a 
royalty-free license to use for governmental purposes; isn’t that so ? 

Mr. Horr. That, plus the use of the funds accruing from it in the 
public interest. 

Mr. Waterman. This is not one of the fields I mentioned, Mr. 
Wright, but it is a little narrower than those. But that is an illustra- 
tion of the point. 

Mr. Wricut. Yes, I understood that, but if I understand you or 
Mr. Hoff correctly, there are no other contracts or grants you have 
made which have public welfare considerations as to the nature of the 
inventions which have led you to have the Government retain title. 

In fact, as I understand you, you have never made a contract or a 
grant where you thought there was a public welfare consideration 
sufficiently important to justify retention of title in the Government. 

Mr. Waterman. The interest is too remote, I think. Perhaps this 
would be a good illustration. As we all know, the way in which plants 
utilize sunlight is a very important thing to be able to understand, 
because if we understood it, we might do likewise or perhaps even 
do better. 

So the study of photosynthesis is a very important basic scientific 
study, and we have made a number of grants related to that. But in 
none of them does anyone see yet a possibility of any application com- 
ing in because we don’t fully understand it yet. 

But that is an area, you see, of great public interest, if we could do 
it. 
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Mr. Wricurt. Yes, it is. Isn’t it true that the only way to be sure 
that these accidental, unanticipated developments do not result in 
some private monopoly for a research contractor or grantee is to have 
title in the U.S. Government? Isn’t that the only assurance we have 
that when and if an accidental concrete application arises out of one 
of your basic research contracts, that the Government is protected 
against its having financed a private monopoly ? 

Mr. WaterMAn. That is a question on which I don’t regard myself 
as anexpert. I would say this: What is important is full public use 
and availability at a reasonable price. The important thing to get is 
use. 

Mr. Wricut. Yes. I put the question to you: 

How can you assure general public use where the contractor is en- 
titled to exclusive commercial rights, title or rights, which permit him 
to exclude other citizens from practicing the invention, other citizens, 
members of the public? 

I am not talking about the Government, itself. 

Mr. Waterman. I am really not prepared to argue the case except 
if there is a public demand for it, then there is a great incentive to 
produce it. 

Mr. Wrient. I understand there is a great incentive; if the man 
who developed it is sitting there with a patent, he will determine what 
other private citizens produce it and at what royalties; will he not? 

Mr. Waterman. As a matter of fact, history shows that out of basic 
research there usually does not come just one patent, but quite a 
number. In other words, there are a number of ways of accom- 
plishing the practical result which is pointed to in the basic research. 

So, usually, what comes out of this is quite a variety of ways in 
which the thing can be done, and the ingenuity of people working 
on applied research and development is such that they often come out 
with a number of ways in which this can be achieved. 

Mr. Wrieut. At the time you make a contract, either you or the 
contractor hasn’t the faintest notion as to what may ultimately come 
out, has he? 

Mr. Waterman. No. 

Senator O’Manoney. May I at this point read a sentence or two 
from Dr. Vannevar Bush. His final report is entitled “Science, the 
Endless Frontier.” This was quoted by Senator Thomas in his 
report to the Senate, Report No. 90, submitted in 1949. 

Says Dr. Bush: 


Future progress will be most striking in those highly complex fields, elec- 
tronics, aerodynamics, chemistry, which are based directly upon the foundation 
of modern science. In the next generation technological advance and basic 
scientific discovery will be inseparable. A nation which borrows its basic 
knowledge will be hopelessly handicapped in the race for invention. The other 
world powers, we know, intend to foster scientific research in the future. 

This, Dr. Waterman, is the reason why I pledge the public interest 
first. I know Dr. Vannevar Bush very well, and had many confer- 
ences with him at the time that the Science Foundation Act was 
passed. I know without any reservation that he was for the public 
interest. He was able to see into the future. He knew, as many of 
our people don’t know now, that we were about to be involved in a 
great economic race, as well as an arms race, with Soviet Russia. 
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These are fields in which the public interest is dominant, and we 
should be sure, it seems to me, that patent rights are not given away 
lightly. 

They must be based upon equities, not upon equity defined in a 
general statement. 

You may proceed. 

Mr. Waterman. May I say, Mr. Chairman, I served with Dr. Bush 
during the war and talked with him many times of this, and also with 
Senator Thechen. 

Another point to keep in mind on this subject, I believe, is that 
when one raises the patent question, one is apt to think in concrete, 
specific terms of a particular item. I have been heard from many 
times on the importance of the basic research for this country and as 
to the need for emphasis there. 

I want to point out that basic research accomplishes something else 
which most people don’t realize. These are in the published papers 
that. come out in basic research. These are the ground materials that 
our best engineers use in keeping our developments up to date. This 
is an unsung performance. 

It isn’t usually realized. But engmeers have a tough problem to 
tackle. They have to go back and look up all that has been done in 
research, and they pick up little items from one man, little items from 
another. Just a significant statement or a piece of data, information 
about a material or something about a process which has succeeded. 
little incidentals in the basic research which were not the main pur- 
pose; but that background of information available to our engineers 
is what keeps our engineers up to date, as well as the striking things 
which come out which everyone sees 

In other words, to keep our dev elopment modern, our engineers have 
to have this background, this stockpile as it is sometimes called, of the 
latest information from basic research so that they can fill in what they 
want to do in little details, in little ways, which makes all the differ- 
ence between a product which succeeds and one which does not, even 
though there is no striking single thing like a transistor that high- 
lights it. 

That is another consideration to keep in mind. 

Continuing with my statement, Mr. Chairman 

Senator Harr. Mr. Chairman, if I may inquire, I acknowledge not 
having read Bush; I was struck by his clause : 
































The nation which borrows 














its basic research, 


What is your comment responsive to that? Is that what he has in 
mind as to borrowing? 

Mr. Warerman. What he had in mind there was that in the history 
of this country, as was pointed out by de Tocqueville in his excellent 
commentaries on the United States, that in the past century and to a 
considerable extent in the present century we got our training abroad 
for our scientists. 

The work which we did was not quite up to theirs, and we looked to 
them for getting the striking results in basic science. ‘Then we used 
them in a marvelous fashion. We were skilled in the use of informa- 
tion. But we didn’t get the information first-hand from our own 
people. We weren't up to it. 
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This situation has changed beginning about the 1920’s, and now we 
are really leading in the field of basic research. But we could do so 
much better if we could give the right degree of support to the really 
competent people we have, and keep our stockpile growing instead of 
just keeping it going at a minimum. 

The situation has changed in that respect. But Dr. Bush is quite 
right in pointing out that this has been a difficulty in the past, and by 
proper attention to basic research in our own country, we believe that 
this approach is in keeping with the legislative intent of section 12 of 
our act. 

As you know, there was considerable discussion of this provision be- 
fore it was enacted. Dr. Vannevar Bush, whose report “Science, the 
Endless Frontier,” substantially led to the creation of the National 
Science Foundation, said, in testifying on the patent provisions of the 
proposed legislation, and this appears in the recent study of the sub- 

; : oes . : 
committee entitled “Government Assistance to Invention and Re- 
search: A Legislative History”: 

The extent of the patent rights to which the Government is entitled depends 
on all the facts of a specific case. In particular, the patent rights which the 
Government should acquire depend on the relative degree of the Government’s 
contribution to the particular research project as compared with the contribu- 
tion of the private organization undertaking that project. Government-sup- 
ported research is a collaborative proposition. The funds furnished by the 
Government are not the sole ingredient of successful research. The facilities, 
the funds, the personnel, and the skill furnished by the research organization 
are indispensable. The terms on which the research is done, must, therefore, 
be fair to all participants. No person, organization, or government can insist 


on an all-or-nothing policy for itself and expect to persuade others to collaborate 
with it effectively. 

Dr. Bush recommended : 
In most cases, as a policy for the Foundation, the usual provisions of Govern- 
ment research contracts under which the contractor grants a royalty-free li- 
cense in favor of the Government would seem adequate. Such a license should 
be granted under all patents covering discoveries or inventions made in the 
course of research financed by the Foundation. 

In addition, it is to be expected that, as a matter of policy, the Foundation 
would require assignment to the Government of the full patent rights to inven- 
tions in the fields of particular importance. Thus, for example, most medical 
research should be done under arrangements which yield to the Government the 
full patent rights. Of course. too, it is understood that the information result- 
ing from research financed by the Government would be fully disseminated to 
the public for its use. 

I have mentioned from time to time that we deal primarily with 
nonprofit institutions, primarily educational in nature. We have 
had a few research contracts with profit organizations, actually a 
total of eight since the Foundation was first established. We provide 
support for profit organizations in this area only where circumstances 
are unusual, in that the competence of the organization is such that 
it is particularly qualified to do the research in question. 

So far I have discussed the attitude of the Foundation with respect 
to patentable inventions which may arise out of activities mooie 
by the Foundation. Your subcommittee has raised problems of broad- 
er scope, however, in connection with the introduction of S. 3156, 
and I would now like to address myself to discussion of this broader 
problem. 

As you have pointed out, the Foundation has responsibility for 
fostering the interchange of scientific information among scientists 
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in the United States and foreign countries and for providing or ar- 
ranging for the provision of services leading to a more effective dis- 
semination of scientific information. 

Therefore, if, in fact, a substantial problem exists with respect to 
the availability of information developed during the course of Gov- 
ernment-supported research and development activities, we believe it 
would be appropriate for the Foundation to attempt to develop rec- 
ommendations to alleviate this situation. 

We are not yet certain that this is a major area of difficulty. We 
are presently actively reviewing the scientific information activities 
of the various Federal agencies and from time to time have issued bul- 
letins describing their activities in this area. As part of the review 
we inquire about the agency’s policy regarding the reporting and 
dissemination of scientific and technological information resulting 
from its research and development work. 

We believe that as these studies proceed we will be able to under- 
stand the nature of the major problems which may exist within the 
Federal establishment with respect to the dissemination of scientific 
information, including data to be received under the Government’s 
research and development contracts. 

We have not yet had occasion to complete our review of the activi- 
ties of the Department of Defense or of the National Aeronautics 
and Space Administration, both of which, of course, have extensive 
research and development activities. We hope we will have a clearer 
picture once these studies have been completed. 

Let me say that we have a sincere concern with protecting the 
yublic interest and that we do not take our responsibilities in this area 
fightly. We are certain that if, in fact, a general governmentwide 
scientific information problem exists in connection with federally 
supported research and development activities, a general policy of 
retention by the Government of title to inventions developed during 
the course of such research would alleviate the situation. 

{t may be that the problem, if any, is one of administration. As 
you know from your review of the National Science Foundation’s 
research contracts, we utilize a rights-to-data clause which allows 
the Federal Government to make full use of information developed 
during the research. We understand that other Federal agencies 
use a similar data clause. Perhaps the difficulty, if any, may be with 
respect to enforcement of the Government’s contractual rights arising 
under this kind of provision. In point of fact, if all patent rights are 
retained by the Government, the flow of scientific information may 
be impeded more than if it retains only a license. 

Mr. Wricut. May I interrupt you there, Doctor? 

I was wondering if you can tell us in what manner you visualize 
that the flow of scientific information may be impeded where the 
Government retains title to a patent. 

Mr. WatTerMAN. I think delay may be one of the chief reasons. The 
question is, if the Government takes title to a patent, then will it 
develop this rapidly enough? There is a delay that ensues. And the 
information underlying this patent would better be distributed, dis- 
seminated rather widely. 

Do you wish to speak to that, Mr. Hoff? 

Mr. Horr. This is something on which we certainly have no certain 
view. I think there are always the possibilities that if the Government 
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is going to have a patent and there is nothing in it for the contractor, 
and I am not talking about educational institutions now, I am talking 
in a commercial-type venture, then, it seems to me, it is quite possible 
in some cases that the interest of the company would not be in trying 
to put its finding into form and employment as soon as possible. 

It is a question of having the knowledge, not leaning over forward 
to get the knowledge into everybody’s hands, let me put it that way. 
That is the type of thing which might occur, but, as I say, we have not 
reached any conclusion on this. 

Mr. Wricut. Mr. Hoff, isn’t this reasonably clear, that if what you 
are interested in is maximum and prompt dissemination of the infor- 
mation, you would certainly, rather than having title rights in the 
contractor, either provide for a Government title or for dedication 
or publication of the invention ? 

Isn’t that the most rapid way to get the data circulated, rather than 
retaining patent rights in the hands of the contractor ? 

Mr. Horr. Perhaps. 

Mr. Wricut. Wouldn’t you draw that conclusion on the basis of 
your experience to date 

Mr. Horr. No; I wouldn’t say that I knew that, because I think 
there is the very real question that if a person developing the infor- 
mation is going to get no particular benefit out of it, he will probably 
not break his back in trying to report it. 

Mr. Wricur. I thought we were talking here about researchers 
whose principal interest was the publication and public appreciation 
of what they were doing, rather than the acquisition of patent rights. 

Mr. Horr. I am sorry, Mr. Wright, I think this was commenting 
on the broader aspects of potential policies in the Government, in 
general, and therefore the preponderance of it is on the development 
and applied side. 

Mr. Wricurt. Insofar as basic research is concerned, you don’t have 
any doubt, do you, on the basis of your own experience, that the pub- 
lication or dedication or Government title would promote it better 
than retention of the title by the contractor ? 

Mr. Horr. I have no reason to believe it would make any difference 
in the case of educational institutions, because each man is trying to 
publish as fast as he can; and I really have no view that it would 
speed it up one bit. 

Mr. Waterman. I[f he has that philosophy and is allowed to spread 
the information, then the other gets to be a debatable point; what 
happens next? 

Mr. Wricut. You are aware of the fact, I presume, that a patent 
application is itself a matter that is normally kept secret within the 
Office. Patent applications are not normally a means of broadcasting 
the data that is in the application; isn’t that so? 

Mr. Horr. But, generally speaking, I think the material is probably 
published long before—in most cases it isn’t a question of when an 
application is filed. It is a question of how soon the man can break 
into print in a scientific journal. 

Senator O’Manoney. Mr. Hoff, if you had been present this morn- 
ing and if you had heard the lawyer for the General Accounting Office 
testify, you would have heard his statement of cases in which he dis- 
covered by the examination of the actual contracts how they have 
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absolutely refrained from giving the Government the information 
that is in their possession, how they have tried to hoid a patent dis- 
covery for their own benefit and not to share it. 

Now, let us not think of the Government holding a patent as an- 
other contractor. Let us think of the Government as activated by the 
public interest, and making it possible for these patents to become 
useful to small business, to others besides the contractors who are 
involved. 

The method we are now adopting is one which contrives to concen- 
trate the benefit. What we are talking about is a method that will 
dispense the benefit to the public in general. 

I think I will ask Mr. Hasser to get three copies of Mr. Keller’s 
testimony this morning and give a copy to each of the witnesses 
today. 

You may proceed, 

Mr. WATERMAN. Once we have ascertained the dimensions of any 
problem which may exist with respect to the dissemination of scientific 
information developed in connection with Government-supported re- 
search activities, we would be able to consider what action might be 
appropriate. 

If the problem appears to be of a major nature, we believe an ap- 
propriate step might be for the National Science Foundation to estab- 
lish a special committee, composed of eminent scientists and non- 
scientists, to make a careful study of the problem and to formulate 
recommendations for action. 

I do not claim to be a patent expert, but it seems to me that flexi- 
bility with respect to disposition of Government patent rights is 
highly important and that no rigid rule should be established for all 
agencies. 

As I tried to point out, our own agency deals with one particular 
facet of this, the basic research side, and that we feel we understand 

rather well, although it is not an easy thing to explain. 

Factors such as whether or not the public health, safety, or welfare 
are involved, or whether the Government has been the sole or prime 
developer of the field of technology involved, or whether there are 
other equities affecting the situation should be taken into account in 
determining what action should be taken with respect to inventions 
developed during the research. 

If, in fact, the Government decides to retain title in a particular 
case, it may be desirable that the agency have the right to issue an 
exclusiv e license i in order to assure the dev elopment of the invention. 

S. 3156 is apparently aimed at promoting the full dissemination 
and utilization of scientific information and with this objective we 
fully concur. We believe, however, that it raises some major ques- 
tions including formidable administrative problems. According to 
information we have received, it is estimated that the Department of 
Defense alone may have presently active approximately OB 000 con- 
tracts and grants for scientific research activities. 

As the bill is presently drawn, the Foundation would have to review 
each of these contracts and grants. While, of course, there may be 
considerations other than dissemination of scientific information in- 
volved in the decision as to whether or not patent rights arising out of 
federally supported research activities should generally be retained 
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by the U.S. Government, these considerations were not referred to in 
the statement issued in connection with the introduction of the bill 
on March 10, and I will, therefore, confine my remarks on the bill to 
the matter of whether or not it would aid the flow of scientific infor- 
mation. 

As I said a little while ago, we are not certain that this is a major 
problem. It would seem that if the problem does appear to be sig- 
nificant, the solution would not lie with Foundation review of the 
Government’s research and development contracts, but that it could 
better be obtained through recommendations by the Foundation look- 
ing toward the adoption of general policies. 

Since, under the terms of S. 3156, each agency would be free to 
accept or reject the recommendations of the Foundation, recommen- 
dations of a general governmentwide nature might be more effective 
and, in addition, avoid a great administrative burden. The commit- 
tee to which I referred earlier would be particularly useful in this 
regard. 

I have discussed these matters at some length, Mr. Chairman, be- 
cause I believe they raise major issues. I would like to say, before I 
conclude, that we agree with the statement of the Comptroller Gen- 
eral of the United States, contained in a recent letter to the chairman 
of the House Committee on the Judiciary, in which the Comptroller 
General suggested that— 


in lieu of establishing one uniform policy, consideration might be given to legis- 
lation which would give recognition to the functions and problems peculiar to 
the activities of individual agencies, as well as the differences in the types of 
research and development being contracted for by the Government. Such leg- 
islation might appropriately set forth broad general policies, including basic 
principles, guidelines, and criteria, permitting a measure of flexibility in ad- 
ministration where circumstances so dictate, and might embrace some features 
of the present administrative practices and methods. 


That concludes my statement, Mr. Chairman. We will be happy 
to answer any questions you may have. 

Senator O’Manoney. Thank you very much, Dr. Waterman. 

Senator Hart, have you any questions? 

Senator Harr. No. 

Senator O’Manoney. Mr. Dinkins? 

Mr. Drnxrns. I have just one question, Senator, I would like to ask 
Dr. Waterman. 

Can you tell me just where basic research ends and applied research 
egins? 

Mr. Waterman. I don’t know whether anyone can answer that 
question specifically. This is a troublesome gray area. What can 
be said is that there are kinds of research that everyone admits are 
basic. There is no question about it. There are other kinds of re- 
search where there is no question they are applied. And in between, 
one shades into the other. 

Actually, our definition in the Foundation is based really on the 
type of individual and the motivation of the person doing it. If he 
is primarly interested in making some new discovery, no matter 
what, and there are many of that category, then we would call it basic. 


If his primary concern is to find something useful of some sort, then 
this is applied. 
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Now, you understand, on that definition there could be two indi- 
viduals working on the same project by title. One would do it from 
the basic research approach of trying to discover anything that may 
turn up, and the other has an eye to something useful that may turn 
up. Sotheir results might be quite different. 

But, you understand, the title could be the same. Sometimes people 
object to this defintion, saying that it would require a psychiatrist to 
find out what man’s motives are. My answer to that 1s, if one can’t 
understand without a psychiatrist “a his motives are, it probably 
is basic research. 

Senator O’Manonry. Mr. Gibbons? 

Mr. Grezons. No question. 

Senator O’Manonery. Mr. Wright? 

Mr. Wrieut. I think Mr. Clesner would like to ask questions about 
the specific contract. 

Senator O’Manoney. Very well, Mr. Clesner. 

Mr. Cuiesner. I would like to refer to your instrumentation grants 
for laboratory equipment, and your grant for the oceanography vessel, 
of which a good amount of the equipment there will be in instrumen- 
tation. Inthe latter instance, there is no reservation or right or license 
that the instruments developed there would be available to all. 

However, the knowledge of what the instrument is made up of, 
how it is constructed, would be available. 

The designs, plans, and drawings; but as to the instruments them- 
selves, there is no license provision to assure that they would be avail- 
able to all. 

Mr. Waterman. Of course, we consider this oceanographic vessel 
as a tool to accomplish basic research, and we expect that the vessel 
will be outfitted with the most recent instruments in existence to 
fulfill the mission of the vessel and therefore be of use to the scientists. 

So, generally speaking, as to what one does in the vessel—you 
don’t start from scratch and try to devise new instruments, but you 
try to take regulation instruments and install them on the vessel for 
the best possible use. 

The purpose is not really to develop new instruments. It is to outfit 
the vessel with the best instruments we have, and then go on. 

Now, admittedly, when you get a scientist at work with such an 
instrument, he may make modifications to help him do his work better. 
But that would hardly be a new instrument. 

This is like buying a car—when you want to design the car to fulfill 
a particular purpose and you just want to outfit it with the things 
that are available to make it do the job. 

Mr, Ciesner. This may be true, but it still may be patentable subject 
matter. 

Mr. WaterMAN. That is possible, I suppose. We would not expect 
if we want to get the vessel fast that we would have time to do that. 

Mr. Ciesner. Now with regard to the contracts which we have 
here, you have stated factors such as public health and safety, if they 
are involved, should be a major consideration. You have granted 
several contracts for weather modification, for example. 

Now years ago, back about 1900, the Department of Agriculture, 
through its Weather Bureau, when the Weather Bureau was in the 
Department, gave Mr. Fessenden a contract. The Bureau allowed 
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him to keep the patent rights to any inventions which may be devel- 
oped for wireless telegraphy relating to meteorology. The House in 
a report stated that they felt, under that type of contract, that it 
would be preferred that patents developed should be dedicated to the 
use of the public. 

Now, isn’t this sort of a statement or expression of the Congress in 
this area ? 

Mr. Warerman. It sounds that way. I am not familiar with that 
cease. ‘There is this ditference in weather modification. I just would 
like to remind you that the reason why this came to the Foundation 
was because of the considered opinion, I believe on the part of the 
Congress and on the part of the former President’s Weather Control 
Committee, that the whole subject of weather modification was really 
in the basic research stage. 

We didn’t understand enough about how the weather could be 
modified to do anything about it. 

Therefore, the Foundation was asked to carry on research aimed 
at this solution. Now as we have looked at it, we find that the subject 
is very strongly in the basic research stage. The country has done 
enought with attempts at applied work which have not been par- 
ticularly successful, and we will not make any great advances until 
we understand the process of how nature produces rain and snow. 

So that, you see, our grants are designed with that in mind and so 
are our contracts. 

Mr. Cuesner. Let’s get back to this point. 

Mr. Waterman. I am getting to your point right now. I wanted 
to give that background. 

We, therefore, have made contracts, we have made a few with 
profit organizations because of the experience and capability of their 
groups and some of their men. But these are also designed really to 
understand the phenomenon better. 

We don’t expect them to come out with anything which will be di- 
rectly useful in weather modification. 

Mr. Cresner. You started with the premise that basic research 
doesn’t lead to new inventions and yet Lawrence with the cyclotron 
accelerator, Fermi, Szilard, et al., with the atomic reactor, Kapitsa in 
low temperature cryos genics, have all come up with patentable subject 
matters on their inventions. 

To go further, Bloch in paramagnetic resonance and Ipatieff in 
catalytic reactions and also compositions; and when they get a patent 
in this area, it is a much more powerful weapon economically than 
one if it is in applied research. 

Mr. Waterman. I know all these that you gave and I can tell you 
about how they came about. In this particular case, though, of 
weather modification, we haven’t come anywhere near reaching that 
stage. This isstill in the state of infancy almost. 

What we are trying to do is to develop experimental instruments 
to be used in basic research for a better understanding. The time 
has not come where one can say: “Here is a device which can do some- 
thing about modifying the weather.” 

Now when Lawrence made his cyclotron discovery, he had already 
shown what it could do. He had a machine right there and in further 
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development of this he could work out his patented ideas. No such 
instrument as that has been proposed yet for weather modification. 

Mr. Criesner. This might be true to the overall problem, but how 
about the instruments for their particular use? 

Mr. Warerman. That is just it. There is no way that anyone can 
see at the moment whereby a particular instrument is going to help 
anybody to forecast the weather or to produce weather modification. 

‘These are instruments for research on how we can do it, but they are 
not solutions. You see, that is the difference. In other words, they 
are not commercial items because no one will be able to use them 
except a few people who are competent to do this research. 

We are aware of this problem, of course, because this is one field 
we are paying careful attention to. But that is our present feeling 
with respect to it. 

Mr. Ciesner. You have the contract here with Itek Corp. to develop 
information and electronic storage and retrieval equipment. Now in 
that area, let us say if they came up with an invention, the commercial 
applications of this or the effect, the economic effect, could well carry 
a very broad impact. In other words, it could carry to our corpora- 
tions, Government agencies, and libraries, any area that covers lit- 
erature. 

Mr. Waterman. If it got to the point that something was commer- 
cially usable. Ithink Dr. Atkinson, who is head of our office concer ned 
with this subject and who is responsible for this particular contract, is 
here, if you would like to have him speak to this point. 

Mr. Cuxsner. Our basic thought is this: If it does happen that 
something becomes usable, you have already granted away the title. 

In other words, the title is in the hands of the grantee to use the 
invention and to prevent others from using it in any manner he may 
deem. 

Mr. Waterman. Yes. Your question is a good general one, I know, 
but all I can answer is we do look at this aspect, and when we make or 
grant a contract like this, we have to look at the probability of any- 
thing coming out of it which is useful. 

This depends on the nature of the project and how they are working 
at it. I believe Dr. Atkinson would tell you that we don’t really expect 
that the project is nearly far enough along to produce any device of the 
sort that you mentioned. 

He can speak for himself, if you want to have him. 

Mr. Ciesner. Not at the moment for I am trying to move the exami- 
nation along as quickly as possible. 

Also in the area of contracts which you have let in the area of astro- 
nomical observatories which call for new devices, there is nothing in 
the contracts, themselves, to assure that they would be available to all. 

Mr. Warerman. We have two large astronomical contracts, and 
they are fairly straightforward in pursuing the objective which is to 
make telescopes of large power and refinement. 

There, I believe, in ‘the one case, the case of Associated Universities, 
Inc., I believe there they have arranged with the Research Corp. to 
take care of such things along the manner I outlined. 

The contract for the other one is in its final stages of negotiation. 
We would expect a similar provision there or would insist that a 
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similar provision would be put into it. So we think that this would 
adequately safeguard the public interest. 

This is hardly a commercial item, but, still, there might be some- 
thing coming along; I mean it wouldn’t be of widespread use, but 
something might come along. 

If so, we would protect it by this device of getting Research Corp. 
to file the patent, be assigned the patent, and then any royalties that 
come out would be used back again for education and nonprofit use. 

Mr. Cresner. But the discretion would then be vested in Research 
Corp. and not in National Science Foundation. 

Mr, Waterman. But they would guarantee to use it for the best 
interest of national science. They don’t, of course, take it all, but they 
have to pay their costs out of it. Again, the Government has the use 
of it as before. 

Mr. Ciesner. We also note that in the list that you submitted to 
us of patent applications pending, some of them dealt with subjects 
which have possible commercial application. 

We don’t know what would be the effect of the patents of these 
high pressure presses that you list. However, it is possible that that 
would have significant commercial use, too. 

Mr. WarterMAN. This is another one which has been assigned to 
Research Corp. We, of course, had our eye on this one, too, for the 
reason you have stated. There’s one application in, I understand. 

Mr. Srepman. Along the lines of the recent discussion, you had 
indicated in your testimony that you had roughly 13,000 grant con- 
tracts and about 13,000 fellowship contracts, and I believe you said 
in talking about this area that you had been informed to date of 
about three patents that had been issued, and roughly 13 applications. 

Mr. WarTerMaAn. Yes. 

Mr. StrepmMan. Are you satisfied that this is all of the patentable or 
patented research that has come out of these 26,000 contracts ? 

Mr. WatTerRMAN. We can’t be sure, of course, but we would think 
this is probably right. 

Mr. StepMan. Do you have any procedure for following up in the 
case of these contracts? I am thinking of this in connection with 
your public welfare criteria that you talked about before. 

Do you have a procedure for following up on it to find out, in fact, 
exactly what is happening under these contracts ? 

Mr. WaTERMAN. We require fiscal reports every 6 months from all 
these grants and contracts, and annual reports about what was done. 

Also, we have had the requirement, you see, that they do inform 
us where patent has been issued. We have not examined each one in 
detail for this, but considering the nature of the problem, it seems 
reasonable that about that number might be expected, and that is 
about all. 

Mr. StrepMaAn. This is during the period of the contract or does it 
extend to the continuation of their work after the contract has been 
completed ? 

Mr. Waterman. No, this extends just for the duration of the con- 
tract. 

Mr. Srepman. So that if they actually perfected something and 
filed an application, say, 6 months later, you would only know about 
it if they took the occasion, voluntarily, to inform you about it? 
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Mr. Waterman. Yes, that would be true. But, even so, they could 
be said to violate the agreement if it occurred under the grant and 
we learned of it. 

Senator O’Manonery. Any other questions? 

Mr. Wricur. I would like to ask just one final question. 

Senator O’Manoney. Very well. 

Mr. Wricut. With reference to these approximately 25,000 con- 
tracts or grants for scientific research activities that you say are 
presently active in the Defense Department alone, which I under- 
stand you say would be too much of a burden for you to examine to 
determine what the disposition of patent rights should be, you do 
know, as a fact, now, do you not, that in substantially all of the in- 
ventions arising out of those Department of Defense contracts the 
title is being retained by the contractor ? 

Mr. WarerMAN. I believe that is their policy, yes. 

Mr. Wricutr. And don’t you regard it as desirable that somebody 
should examine those contracts to determine whether or not that is or 
is not a desirable result in view of the particular field of science that 
is involved in the contract ¢ 

Mr. Waterman. I should think that a logical position for the 
Pentagon to take would be to require each agency to defend its own 
policy, whatever this may be. 

Mr. Wricut. You know, do you not, as of now, that the Defense 
Department doesn’t suggest that it has any other policy than simply 
to give the title to the contractor regardless of what the particular 
subject matter of the contract may be? 

Mr. WATERMAN. Yes. 

Mr. Wricut. Do you think that is a desirable condition to have 
continue with respect to contracts which may involve your field of 
basic research ? 

Mr. Waterman. Well, as I say, I am not enough of an expert in 
patent matters to be able to answer that question. I do observe that 
over the years there have been advocates of both sides, and I should 
think that the logical position is for Defense to reach a definite, con- 
sidered conclusion here and then justify this to the Government. That 
would seem the logical way out. 

Mr. Wricut. Don’t you think, Dr. Waterman, that it is basically 
unsound for any department or agency of government to assume au- 
thority voluntarily without a grant of law ? 

Mr. Waterman. As you put the question, I should think there is 
only one answer. 

Senator O’Manonery. The only answer is “Yes” ? 

Mr. Waterman. The agency has to follow the law; surely. 

Senator O’Manoney. That is what we are dealing with. We have 
throughout the Government agencies which follow the policy that has 
no foundation inlaw. This committee is endeavoring to find out what 
the lawful way of doing this ought to be. 

Mr. WarerMan. I think that my testimony would indicate that we 
think we have thought this through and we think in our case—— 

Senator O’Manonry. Yes, and I think your testimony also showed 
with respect to S. 3126, or whatever the number is, that you are ready 
to appoint a committee to see what you can contribute in a new view 
of the whole matter. 
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Mr. WarerMan. This we are approaching, you see, from the stand- 
point of adequate dissemination of information about these matters 
and we are in the process now of collecting—— 

Senator O’Manonry. And for the protection of the public interest. 

Mr. Warerman. What I have tried to say was that we are ap- 
proac hing this by trying to secure information from the other agen- 
cies as to what their public policies were in making known what they 
were doing with respect to patents, and that this is the question 
that we really are examining. If there seems to be a serious prob- 
lem with respect to dissemination of scientific information, we would 
then consider the appointment of the committee I mentioned earlier. 

Senator O’Manonry. So far as our testimony has gone now, it 
seems clear that all the agencies pay more attention to what they call 
the equities of the indiv idual, of the contractor, than they do to the 
public interest ; and the public interest is never more important than 
it is now when free enterprise is losing ground daily in the competi- 
tion with big business, and when the Government of the United States 
is involved in a great contest with Soviet Russia. So I want to extend 
to you an invitation to pursue this matter a little further and see 
what you can find that will be helpful to the public interest. 

Mr. Waterman. This, of course, we will do. 

Senator O’Manonry. By way of suggestion for legislation. 

Mr. Waterman. This, of course, we will be very happy to do and 
keep you informed as to the result of the survey. 

Senator O’Manongey. Thank you. We are very grateful for your 
testimony. 

When the committee adjourns this afternoon, it will adjourn to 
10:30 a.m., Wednesday morning. Mr. Bert Vogel, Chairman of the 
Board of the Tennessee Valley Authority, and Dr. R. E. Stewart, of 
the Veterans’ Administration, are expected to be present, as well as 
Mr. Parker Banta, General Counsel, Department of Health, Educa- 
tion, and Welfare, representing Secretary Flemming. 

Mr. Banta will be called first. 

The committee now stands adjourned until tomorrow morning at 
10 :30. 

(Whereupon, at 4:30 p.m., the hearing was recessed, to reconvene 
at 10:30 a.m., Wednesday, May 18. 1960.) 
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U.S. SENATE, 
SUBCOMMITTEE ON Parents, TRADEMARKS AND COPYRIGHTS 
OF THE COMMITTEE ON THE .J UDICIARY, 
Washington, D.C. 

The subcommittee met » pursuant to recess, at 10:40 a.m., in room 
2928, New Senate Office suilding, Senator Joseph C. O’Mahoney 
presiding. 

Present : Senators O'Mahoney and Hart. 

Also present : Senator Russell B. Long. 

Staff members present: Robert L. Wright, chief counsel, Patents, 
Trademarks and Copyrights Subcommittee; Herschel F. Clesner, as- 
sistant counsel; Clarence M. Dinkins, assistant counsel; George S. 
Green, professional statf member, and Richard M, Gibbons, of the 
staff of Senator Wiley. 

Senator Harr. The committee will be in order. 

The chairman, Senator O'Mahoney, as we left last night explained 
that he might be delayed this morning, in which case, after a few 
minutes waiting, he suggested we proceed. He will join us. 

As was announced at the conclusion of the hearing last night, the 
first witness for today is the general counsel of the Department of 
Health, Education, and Welfare, who is representing the Secretary 
of the Department. 

Mr. Banta, if there are others, they may join you. 












STATEMENT OF PARKE BANTA, GENERAL COUNSEL, DEPARTMENT 
OF HEALTH, EDUCATION, AND WELFARE; ACCOMPANIED BY 
ARTHUR H. BISSELL, OFFICE OF THE SURGEON GENERAL, AND 
MANUEL 3B. HILLER, OFFICE OF GENERAL COUNSEL, DEPART- 

MENT OF HEALTH, EDUCATION AND WELFARE 


Mr. Banta. On my right is Mr. Arthur H. Bissell who is on the 
administrative staff of the Surgeon General, and Mr. Manuel B. Hil- 
ler, who is in the office of the General Counsel. 

Senator Harr. We welcome you all, 

I understand that you do have a prepared statement. 

Mr. Banra. Merely an introductory statement. The Secretary 
asked me to tell you, Mr. Chairman, that he is sorry of his inability 
to respond in person to your May 9 letter, and asked me if I wouldn't 
represent him on this occasion. 

I am sure you are aware that the Department of Health, Education, 
and Welfare has over the last 2 years supplied the committee with a 
great deal of information relating to its patent policies and its prac- 


61 



























62 GOVERNMENT PATENT PRACTICES 


tices under them. Much of this information has been reproduced in 
the preliminary report rendered by this committee pursuant to Senate 
Resolution 53. 

The statements previously furnished to the committee point out that 
the departmental patent policy is developed by a Department’s patent 
board, composed of representatives of the various operating agencies 
of the Department, which board is adviser to the Secretary. 

Because the activities of the Department in the field of research 
and development contracting are of more or less recent origin and 
our experience under contracts is more or less limited at this time 
and is not susceptible to accurate or significant appraisal. The bulk 
of the Department’s research lies in ‘the field of medical research 
sponsored by the Public Health Service. This research is largely 
accomplished by a substantial number of grant programs in which 
grants appropriately conditioned are made to public and nonprofit 
agencies and individual members of the scientific community. And 
of course we do to a lesser degree contract for research. 

Consistent with the Department’s statutory responsibility for the 
dissemination of information and_making public the results of re- 
search, it is the basic policy of the Department that the results of De- 
partment- -financed research should be made widely, promptly and 
freely available to other research workers and to the general public. 
This availability can usually be provided by dedication of a Govern- 
ment-owned invention to the public by dedication or publication. 

Copies of the pertinent regulations and the patent policy statement 
of the Secretary have been furnished to the committee, and are found 
in the appendix to your preliminary report which I have just men- 
tioned, on pages 19 to 28. 

You will note two exceptions to the basic policy. In the grant and 
contract areas we have permitted grants to or contracts with non- 
profit institutions to provide for the retention by the institutions of 
invention rights for disposition by them in accordance with the insti- 
tutions established policies and procedures where it is found that the 
invention will be made available without unreasonable restrictions or 
excessive royalties. 

Of course, in every such case the Department reserves for the Gov- 
ernment an irrevocable royalty-free nonexclusive license. 

The second exception is in the field of cancer chemotherapy indus- 
trial research contracts, and is permitted only because of the peculiar 
exigencies of this program, and in order that the industrial resources 
may be brought to bear with a minimum delay in exploring exhaus- 
tively and rapidly the potentialities of chemical compounds in the 
control and treatment of cancer. 

Under the exception set out in the Department’s regulations, and 
more particularly set out in a policy statement by the Secretary, 
copies of which have been furnished to the committee, the rights to 
inventions resulting from cancer chemotherapy industrial research 
contracts are left to the contractors subject to (1) the usual Govern- 
ment license and to (2) the right reserved in the Department to nullify 
a contractor’s ion rights w vhich he may have obtained if the inven- 
tion is not made available in sufficient quantities to meet the public 
need or at a canasaahs price or of a quality which is adequate. 

To indicate our limited experience, it is pointed out that during the 
fiscal years 1958 and 1959, the Public Health Service entered into a 
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total of 227 research and development contracts, nine of which were 
cancer chemotherapy industrial research contracts which permitted 
the contractors to obtain invention rights pursuant to this exception. 
The others had the standard patent right reservation clause contained 
in them. 

This I believe summarizes the basic features of the Department’s 
patent policy to the extent of our contract activities in the field. 

Senator Harr. May I inquire with respect to the comments you 
made on the grant for cancer research, what were the conditions which, 
if not met, would move the Department to—was it nullify or revoke? 

Mr. Banta. No—with respect to the grants? 

Senator Harr. Having made the grant and an invention having 
developed in the study, I understood you to say that the Department 
permits the commercial manufacturer to retain a patent. 

Mr. Banta. This is not a commercial manufacturer; this would be 
the nonprofit institution where the exception is that if the institution’s 
patent policies are found upon investigation by the head of the agency 
to be such as to assure that the invention would be made available to 
the general public without exorbitant cost, and in the same fashion 
which he, the Surgeon General, would himself, if he retained owner- 
ship of the invention, then the grant agreement would permit the 
institution to retain the title. 

Senator Harr. It was these latter conditions that I was trying to get 
cleared in my mind. 

You said that if the price was reasonable and the standard of 
quality—there was a reference to that 

Mr. Banta. What those conditions were? 

Well, of course, Senator Hart, you may be confusing that with 
grants to the institution. I dealt in my answer with the conditions 
upon which we permit institutions, nonprofit institutions, to retain 
the title. You may be thinking of the statement concerning contracts 
where we reserved the right to cancel the contractor’s property right 
in the invention if we find: 

Senator Harr. It is this latter thing. 

Mr. Banta. Nullify the contract, if we find that the invention is 
not available in sufficient quantities, or if the price is unreasonable, 
or if the quality is inadequate. 

Senator Harr. Now, I understood your statement to say that this 
was done very seldom. Now, are there any instances, though it has 
been done seldom, where you have had to make a finding that one of 
these conditions has not been met ? 

Mr. Banta. No, Senator; this is a very new program with us. 

Senator Harr. I must explain that this is a very new subject to 
me; hence some of my questions. 

Mr. Banta. There have been no inventions reported under our 
cancer chemotherapy industrial research program to which this relates. 

Senator Harr. Thank you. 

Mr. Wright? 

Mr. Wricur. I would like to have Mr, Dinkins proceed. 

Senator Harr. Mr. Dinkins. 

Mr. Drnxtns. Before examining Mr. Banta, I would like to offer 
for the record a copy of our report on the patent practices of the 
Department of Health, Education, and Welfare. 

Senator Harr. It will be received and given an appropriate number. 
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(Report on patent practices referred to appears in the appendix as 
exhibit No. 2.) 


Mr. Dinxins. Except for the appendix. 

Senator Harr. The document is the committee print, 86th Congress, 
Ist session. It will be received, except for the appendix. 

Mr. Wricur. In that connection, we neglected to offer a report on 
the patent practices of the National Science Foundation. 

Senator Harr. Yes. 

In connection with the witness heard yesterday, there will be re- 
ceived and made a part of the record the document entitled “Patent 
Practices of the National Science Foundation.” 

(The report referred to appears in the appendix as exhibit No. 1.) 

Mr. Banvra. It is this document, Mr. Chairman, if I may, to which I 
referred in “a4 statement and which I summarized, and especially the 
appendix—lI assumed that it would be a part of the report, and I am 
at a loss to know why the appendix. 

Senator Harr. I assume the appendix was omitted because of the 
printing—in view of Mr. Banta’s comment the entire report with ap- 
pendix will be printed as a part of this record. 

(The report referred to appears in the appendix as exhibit No. 2.) 

Mr. Banra. I appreciate that, Mr. Chairman. 

Mr. Dixxrys. Mr. Banta, as I read the statutes relating to your 
agency, the Surgeon General has very broad powers to engage in gen- 
eral research work, to make contracts and grants with universities 
and hospitals and other nonprofit institutions. You also have specific 
authority to engage in cancer research work on a cost or other basis. 

The statute also provides, as you previously stated, for the collection 
and dissemination of information that has been developed in order 
to properly protect the public interest. 

Now, is that a correct statement of the general statutory situation ? 

Mr. Banta. I think it is, Mr. Dinkins; yes, sir. 

Mr. Dinxrns. Mr. Banta, I do not notice anywhere in the statutes 
any specific reference to patents or inventions or any reference to the 
type of provisions which you must insert in your contracts regarding 
the title to inventions and patents. I infer from that that the powers 
of your agency are very broad in the preparation and execution of your 
research contracts, bearing in mind that you must protect the public 
interest at all times; is that a fair statement ? 

Mr. Banta. I think it is. 

There is no mention of patents or patent policy in the statute, and 
certainly it is agreed that the power of the Surgeon General under 
the statute is very broad. 

Mr. Dinkins. Then you have followed up these eecueory provisions 
by various departmental regulations and procedures? 

Mr. Banta. Yes, sir. 

Mr. Drnxrvs. Mr. Banta, I have figures here for fiscal years 1959 
and 1960 which show that the National Institutes of Health for fiscal 
1959 were granted in round figures for general research $28 million, 
and for fiscal 1960 in round figur es $45 million, and the National Can- 
cer Institutes for fiscal 1959 were granted $75 million, and for fiscal 
1960, $91 million, making a total for these 2 fiscal years of $241 million 
in round figures. 

_ Is that consistent with your recollection of the appropriations for 
those 2 years ? 
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Mr. Banra. Mr. Dinkins, I have no independent recollection of 
the amounts appropriated. "Mr. Bissell here to my right has before 
him the Department appropriation bill, or a report that accompanied 
it. And he may read you the figures. 

Mr. Drxxrins. Will you assume for the purpose of my question 


that these figures are correct, and if you find them in error, will you 
let us know? 


Mr. Banta. Yes.’ 

Mr. Dinkins. How long has the Cancer Institute been receiving a 
specific appropriation for cancer research ? 

Mr. Banta. Well, since its institution, since the establishment of 
the Cancer Institute which I believe was in 1937. 

Mr. Dinkins. Can you give me any kind of rough estimate as to 
ihe total appropriation for research work during those years for both 
the Cancer Institute and the National Institutes of Health ? 

Mr. Banta. To put you right, Mr. Dinkins, the Cancer Institute 
is one of the National Institutes of Health. I am unable to give you 
the total amount appropriated, I know it has increased very sub- 
stantially in the last 2 or 3 fiscal years. I think it could have been 

said that 5 years ago, 6 years ago, the total expenditures for cancer 
chemotherapy—— 

Mr. Dinxrns. That is what I meant. 

Mr. Banta. Would have probably been less than a million dol- 
lars. And it is at least 20 times as much now. 

Mr. Dinkins. Now, Mr. Banta, in engaging in this research work, 
would you explain briefly how that is channeled to these various con- 
stitutent agencies? 

For example, you have the Cancer Institute that channels out so 
much on the cancer program, you have the National Institutes of 
Health that channels out so much in these grants and research and 
development contracts. Can you give us a brief picture as to how 
that money is spent ? 

Mr. Banta. Well, actually, most of this money is expended by 
grants to colleges and universities for basic research. 

Mr. Dryxtns. Would you say that an estimate of somewhere 
around 85 percent, to these colleges and universities ? 

Mr. Banta. No, more than that. 

Actually, of the appropriation in 1959, about 99.7 percent of the 
research grant money went to colleges and universities and other non- 
profit institutions. 

Mr. Dinxins. Under the conditions which you outlined in your 
preliminary statement ? 

Mr. Banta. Yes. 

Mr. Dinxrns. Now, how about the research work that is conducted 
by the National Institutes of Health themselves ? 

Mr. Banta. Mr. Dinkins, the National Institutes of Health are the 
seven Institutes of Health; the Cancer Institute is one of them. And 
if it is a grant for cancer research, it must first be recommended by 
a council provided for in the law which studies the application and 
makes recommendations to the Surgeon General as to whether or not 
the grant project is one that has real merit. And the Surgeon Gen- 


1 Subsequently Mr. Banta supplied the subcommittee with information as to the appro- 
priations. The chairman directed the material be placed in the appendix as exhibit 3. 
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eral can’t make the grant without the approval of the Council. If it 
is in the mental health field, it goes before the National Institute of 
Mental Health. Then there is a council that screens all applications 
for grant to that Institute and, if it is the Heart Institute, there is a 
council that screens all the applications for that Institute. 

Money is granted on the basis of the recommendations of a council 
which screens every application in advance and makes the recommen- 
dations. 

Mr. Dinkins. Now, irrespective of these grants and research con- 
tracts to colleges and universities, does not the National Institutes of 
Health do some research of their own with their employees ? 

Mr. Banta. Yes. 

Mr. Dinkins. That is what I want a picture of. 

Mr. Bana. In 1959, in that area they expended about—this is not 
exact—they expended about 15 percent of their total appropriation for 
research for intramural research at the installation at Bethesda. 

That really leaves three-tenths of 1 percent of the total research 
grant funds, Mr. Dinkons, that is granted to profitmaking institu- 
tions, amounting in all to only a little over $500,000. 

Mr. Dinkins. Now, outside of the research and development con- 
tracts which you have in the cancer chemotherapy field, what other 
research and development contracts do you have? 

We have mentioned the colleges, universities, and hospitals, the 
grants there, and then the cancer chemotherapy contracts, and then 
the research that is done by the employees of the National Institutes 
themselves. Now I was trying to find out if there is an area that we 
have missed, where there were some research and development con- 
tracts that you may have with others than those we have mentioned. 

Mr. Banta. I will let Mr. Bissell answer that question. 

Mr. Bissett. Some examples would be water pollution, air pollu- 
tion, better instrumentation and hospital administration. 

Mr. Drnxins. Do you have any In the more general field of medi- 
cine, such as mental health ? 

Mr. Bisseti. No. There have been, as far as I know, no contracts 
for drug synthesis, if that is what you are talking about. Now, we 
have various types of supply contracts and things. that relate to and 
support research. And of course a lot of money goes into all kinds 
of things that are necessary to conduct research. 

But I take it you are not particularly interested in things that are 
akin to procurement and supplies. 

Mr. Drnxrins. No; what I was interested in was in finding out if 
you had any other contracts in the medical field comparable to the 
cancer chemotherapy contracts. 

Mr. Bisseii. I don’t think there are yet. 

Mr. Dinxrns. We have come down now and reduced this to three- 
tenths of 1 percent, so we don’t have much left. 

Mr. Banta. That is grant money. 

Mr. Dinxrixs. That has nothing to do with the cancer chemotherapy 
costs? 

Mr. Banta. No; that is grant money—the way I understood your 
question, Mr. Dinkins, was that you asked for a breakdown of the 
Public Health Service grant money in these areas. 

Now, the money which is expended in the cancer chemotherapy con- 
tract area is money which the Congress earmarked in effect for this 
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specific purpose in its appropriation to the National Cancer Insti- 
tute. Keep in mind, that is one of the Institutes of Health. But 
that appropriation, I believe, being a part of the total appropriation 
to NIH, was $75 million in 1959. Of this total, there was perhaps $30 
million of it earmarked for the cancer chemotherapy program. And 
of that, about $18 million is used in the cancer chemotherapy contract 
program, so I understand. And that doesn’t very well relate per- 
centagewise to our grant money as such, that is over and above, and 
is not included in percentage figures giv en you. 

Mr. Dinxrns. Now, these appropr iation figures which I read a while 
ago show that the National Cancer Institute for fiscal 1959 received 
=75 million, and for fiscal 1960, $90 million. 

Mr. Bana. That is right. 

Mr. Dinkins. Now, how much of that money has been spent 

Mr. Banra. Mr. Dinkins, all of that money that was appropriated 
to the National Cancer Institute for grant purposes is included in the 
percentages that I gave you. So you split out of that appropria- 
tion the amount that went into the cancer chemotherapy program as 
an earmarked amount for that purpose. That is why it hasn’t related 
itself very well to answering your question relating to grants. 

Mr. Drxxrns. Wasn’t this money in these two ‘appropriations I 
spoke of spec ifically e earmarked to the cancer chemotherapy program 4 

Mr. Banta. No; not the $75 million. That was earmarked for 
the Cancer Institute, one of the National Institutes of Health. 

Mr. Dryxrns. So that only part of that actually went into these 
research and development contracts with private concerns? 

Mr. Banta. That is right. And the other went into the grants. 

And I concluded it was the grant money, you asked about when you 
asked the percentage expended by colleges, universities, and so forth, 
when I gave you the breakdown a while | ago. 

Mr. Dinxins. Can you give me some approximate figures as to how 
much has gone into these cancer chemotherapy contracts ? 

Mr. Banra. About $18 million of this last appropriation, so I 
understand. 

Mr. Drvxrys. During the last year about $18 million? 

Mr. Banta. Yes. 

Mr. Dinkins. Now, Mr. Banta, I would like to talk to you a little 
bit about your regulations relating to patents. I would like to dis- 
cuss briefly first this standard clause 20, I think that appears in our 
report on either page 45 or 46—it is on page 45. 

Under this standard clause 20, as I understand it, it gives the Sur- 
geon General complete control over the inventions and patent develop- 
ments in any of the contracts in which this clause is used; is that 
correct ¢ 

Mr. Banta. Yes. 

Mr. Dinxrns. Can you tell me whether that standard clause 20 is 
now being used in any of these cancer chemotherapy contracts that 
you have mentioned ? 

Senator O’Manoney (presiding). Will you read the clause in the 
record at this point? 

Mr. Drnxrns. This is on page 45 of our report: 





Whenever any invention, improvement, or discovery (whether or not patent- 
able) is made or conceived or for the first time actually or constructively reduced 
to practice, by the contractor or its employees, in the course of, in connection 







































































68 GOVERNMENT. PATENT PRACTICES 





with, or under the terms of this contract, the contractor shall immediately give 
the contracting officer written notice thereof, and shall promptly thereafter 
furnish the contracting officer with complete information thereon; and the 
Surgeon General shall have the sole and exclusive power to determine whether 
or not and where a patent application shall be filed, and to determine the dis- 
position of all rights in such invention, improvement, or discovery, including 
title to and rights under any patent application or patent that may issue thereon. 
The determination of the Surgeon General on all these matters shall be accepted 
as final and the provisions of the clause of this contract entitled “Disputes” 
shall not apply; and the contractor agrees that it will, and warrants that all 
of its employees who may be the inventors will, execute all documents and do 
all things necessary or proper to the effectuation of such determination * * *, 

Now, my question, Mr. Banta, is whether that clause 20, without any 
limitations or modifications, is now being used in any of the cancer 
chemotherapy contracts which you mentioned ¢ 
Mr. Banva. It is only in the first few contracts in the table on page 
10. 

Mr. Dinxrns. Wouldn’t you agree that that is a pretty good clause 
to protect the public interest ? 

Mr. Banta. We thought it was. 

Mr. Dryxrns. Can you say why it is not being used in these current 
contracts ? 

Mr. Banta. Well, I didn’t participate in any of the negotiations of 
any of these contracts, and I don’t know that I could tell you w hy it 
wasn’t used, except that it was thought by those who did negotiate 
the contracts and those who were familiar with what was being con- 
tracted for that this was perhaps not altogether fair and equitable to 
the other contracting party. 

Senator O’Manonry. Why not? 

Mr. Banta. Well, that question I guess to be accurately answered, 
Senator, would have to be answered “by the people who know some- 
thing of the amount of money that had probably gone into the thing 
contracted for by the organization. In other words, I think the con- 
tention of the industry that is involved in most of these contracts re- 
ferred to was that they had already done a very considerable amount 
of research in preparing their compounds which were to be tested, for 
example, in making animal tests for its efficacy or value in, let us say, 
the cure or control of cancer. And for the Government to reserve full 
and complete title would be overlooking entirely the amount of invest- 
ment which the industry already had in 1: the product. 

There were probably other factors which were taken into account, 
for example, diversion of staff and facilities from research efforts in 
other fields which the contracting company might have thought would 
be more promising than the cancer chemotherapy field. As I said, not 
having participated in any of the negotiations, I am unable to answer 
more fully. 

Senator O’Manonry. What does the contractor get out of the con- 
tract? What does the industry get out of the contract? 

Mr. Banta. Probably information only 

Senator O’Manonry. What amount of money does the contractor 
get ? 

Mr. Banta. It is a cost reimbursement only, no profit; there is no 
profit or fee in it. 

Senator O’Manoney. I beg your pardon? 

Mr. Banta. A cost reimbursement only, no profit or fee being 
allowed. 














ed, 
ne- 
ng 
mn- 
re- 
int 
for 
LV; 
ull 
st- 


nt, 
in 
ald 
not 
ver 


on- 


tor 


no 


ing 








GOVERNMENT PATENT PRACTICES 69 


Senator O’Manoney. And how is the cost figured ? 
Mr. Banta. Well, that is a detail I would be glad to have Mr. Hiller 
explain if he can. 

Mr. Hitter. The cost reimbursement contracts are predicated so far 
as cost principles are concerned, upon the Armed Services Procure- 
ment Regulations which are adopted and incorporated into the con- 
tracts by reference. This relates only to the measure or the allowabil- 
ity of the costs. 

Senator O’Manonery. The Chair is moved to say that he knows of no 
subject in the realm of public health in which the Congress, in making 
appropriations for this purpose, is more interested than research for 
the cure of cancer. 

The Chair reminds the witnesses that in the investigations of the 
Subcommittee on Antitrust and Monopoly, it was clearly discovered 
that the drug industry has not been very careful in the prices which 
are charged to the ill people of the United States for the drugs that 
are invented or said to have been invented. The people of the United 
States who are ill have been exploited by the drug industry which has 
made tremendous profit out of that industry. 

Now I understand that your contractors do not make profits. But 
I can say without reservation that the assumption of most of the 
Members of Congress is that the money which is appropriated for 
research on cancer is expended in the public interest, not in the 
interest of industry. The records of this committee indicate that 
the Department of Health, Education, and Welfare has followed the 
practice of dedicating patents and discoveries to the public. Is that 
not so ? 

Mr. Banta. That is right subject to the exceptions mentioned at 
the onset of my testimony. 

Senator O’Manonry. That, I think, is certainly a proper approach 
in connection with health. Public health is more important than 
anything else in this particular field. And it seems to me that the 
Department of Health would do well to reexamine this rule and make 
certain that the contractors are not being favored above the public. 
That would be in accordance with your policy, and knowing Secretary 
Flemming as I do, I am quite certain that he would put the public 
health above any other consideration. 

You may proceed with your questions, Mr. Dinkins. 

Mr. Dinxrns. Mr. Banta, I have a date here, December 1957, for 
that clause 20, but I am not sure whether that was the beginning of 
that clause or not. Can you pinpoint the date of clause 20 any 
better than December 30, 1957 ? 

Mr. Banta. That, I think, is the correct date. 

Mr. Dinxrns. Now, Mr. Banta, as shown on pages 42 and 43 of our 
report, you issued other regulations pertaining to research contracts 
which were in use between September 9, 1957, and July 31, 1958. And 
if I understand these regulations correctly as they apply to these 
cancer chemotherapy contracts, they give you the option of preparing 
a contract in which you give title to any discoveries and patents to 
the contractor subject to what was known as march-in rights by the 
Surgeon General. And if I understand what is meant by march-in 
rights, it means that so long as the contractor, if he per rfects some 
invention and gets it patented, so long as he, in the judgment of the 
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Surgeon General, is manufacturing and selling that in sufficient 
quantities s and of a proper quality and ata reasonable price, he may 
continue without interruption. But if the Surgeon General finds 
that he is derelict in any one of those three points, the Surgeon Gen- 
eral may step in and take control of the patent and license it to the 
others. 

Now is that a correct statement ? 

Mr. Banta. Yes, sir. 

Mr. Dinxrns. Has that provision ever been—has it ever been neces- 
sary to invoke that provision by the Surgeon General ? 

Mr. Banta. Not tomy knowledge. 

Mr. Dryxins. Has any procedure been set up as to how that would 
be policed if determinations were made as to whether or not that 
product was made in sufficient quantities and of such quality and at a 
reasonable price ? 

How would you go about policing a provision of that sort if it 
became necessary ¢ 

Mr. Banta. Well, the requirement is, of course, that the Surgeon 
General be kept adv ised, and that any inventions be reported. Then, 
of course, it would be necessary for him to set up whatever machinery 
might be-—whatever administrative machinery might be indicated for 
policing it. Up to this time no inventions have been reported under 
these contracts. 

Mr. Dryxins. Wouldn’t you agree that that is a rather nebulous 
and complicated arrangement to have to police and enforce ¢ 

Mr. Banta. I don’t know just what you mean. 

Mr. Dinxins. How would you determine when the manufacturer 
was making and selling in sufficient quantities, how would you de- 
termine whether he was selling at a reasonable price or not? 

Mr. Banta. Well, each one of us might have our different method 
of doing it. There is a considerable amount of know-how and infor- 
mation available to the Surgeon General and to the Secretary, and 
complaints usually are heard when prices are too high, just as Senator 
O’Mahoney suggested that there has been some discovery on that line 
now in the pharmaceutical industry in certain areas. 

I assume that it wouldn’t be very long until we would hear that 
there was a demand for the drug or the product that couldn’t be sup- 
plied, and that the price was outrageous, and we would promptly look 
into both of those. 

Mr. Dinxins. But you have never had an experience? 

Mr. Banta. We have no inventions reported. 

Mr. Dinxrns. Mr. Banta, we have just discussed the first modifica- 
cation of clause 20 which gives the title to patents to the contractor 
with the march-in rights of the Surgeon General. 

I would like to discuss the second modification of clause 20 which 
was adopted in July of 1958. 

As I understand this second modification, it still continues to leave 
title in the contractor to these inventions and still grants a march-in 
right to the Surgeon General, but you have a very elaborate procedure 
here. And I would like to read you a very brief summary of what 
the procedure is before the Surgeon General is permitted to invoke 


these march-in rights, and I am reading from the bottom of page 9 
of our report. It says 
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* * * The Surgeon General also may take over any invention and dedicate it 
to the public or issue nonassignable, nonexclusive licenses, when and if he finds 
that the contractor has not met the public need, and that the public dedication 
or additiona! licensing by the Surgeon General is necessary in the public interest. 
However, the rights in the Surgeon General may only be exercised after he has 
been advised by a body of consultants, and has given the contractor notice in 
writing of the grounds on which he expects to take over control of the invention. 
The contractor is then given a time specified by the Surgeon General in which 
to correct the deficiencies relied upon by the Surgeon General. 

Upon the expiration of that time, if the contractor has not satisfied the Sur- 
geon General, he is then given notice that at the end of 90 days from such notice 
the Surgeon General will exercise his rights. Within 20 days after receipt of 
such notice, the contractor may file a request for a hearing, at which he may 
be represented by counsel and present testimony in his behalf * * *. 

Now, in your opinion, is that a correct summary of this last re- 
vision to clause 20 that I speak of ? 

Mr. Banta. Yes. It sounds almost like you might have been read- 
ing from the regulation itself. 

_ Mr. Dryxins. Well, it was supposed to be an accurate summary of 
it. 
We have a situation here where you start out with clause 20 givin 
the Surgeon General complete control over this patent situation, ant 
then you have a second modification in which he can march in if he 

finds that certain conditions prevail. 

Now you have another modification with this cumbersome pro- 
cedure. Can you tell me why this policy, the cancer chemotherapy 
program, constantly appears to be modified in favor of the contractor 
as against the Surgeon General ? 

Mr. Banta. That is a rather violent assumption to say what you 
have just read favors the contractor. I don’t agree that it does. So 
I wouldn’t answer your question on that basis. 

I can tell you some of the reasons why it is modified, why it has 
been modified. 

You know, it takes two people to make a contract. And if you 
have had experience with negotiating contracts, you know that you 
find yourself sometimes giving as well as taking or you don’t get any 
contracts at all. And in this case we wanted the work done. We were 
looking after the public interest in no small way. We wanted to get 
the work done if we could get it done. And the people we were con- 
tracting the work with, are said to have taken the question that the 
power reserved in the Surgeon General ought not to be in the hands 
of one man who might act arbitrarily and take away a property right 
without evidence that a product wasn’t reasonably priced or that the 
quality wasn’t good or the quantity wasn’t there. They wanted to 
be heard on that subject. 

And the Congress often provides just such procedure so that people 
can be heard so that the administrator can’t arbitrarily take away the 
rights of individuals. 

Senator O’Manoney. May | interrupt you, Mr. Banta? 

You have made a very interesting statement if I understand it cor- 
rectly, Mr. Banta. You have told the committee that without this 
clause, of which Mr. Dinkins is speaking, you might not be able to 
get a contract. 

Do you want the committee to understand that the contractors in 
such number hold out against research for cancer until they get a 
procedure which they want? Do you mean that? 
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Mr. Banta. No. 
Senator O’Manoney. Do you mean that you are held to a particular 
course by the contractor ? 

Mr. Banta. No. 

Senator O’Manonery. What did you mean by that statement? 

I will ask the reporter to read his statement. 

(The answer referred to, as recorded, was read by the reporter.) 

Senator O’Manoney. “Or you don’t get any contracts.” 

Give us an example of that. 

Mr. Banta. It may be my statement in that regard was too strong, 
Senator. 

Senator O’MAnoney. Your statement is too strong? 

Mr. Banta. That portion of it from which the implication may be 
drawn that except on the terms of the other party we don’t get any 
contract. The implication that the contracting parties would insist 
upon the particular modification is not what I had intended should 
be implied from my answer to Mr. Dinkins. 

My information is that the program was not moving, that they 
were not getting applications for money or applications for contracts, 
and the people who were responsible for the chemotherapy program 
themselves elected to sit down with the Department Patent Board and 
develop this modification of our patent policy, believing that it was 
fair to whomsoever they might approach for a contract as well as one 
that would protect 

Senator O’Manoney. Can you give us a case in which this provi- 
sion has been utilized by a contractor ? 

Mr. Banta. Oh, yes. I think the document which has been offered 
in evidence by Mr. Dinkins at page 10 lists quite a number of cases; 
in fact, all of the cases mentioned in my opening statement are listed 
on page 10, grouped according to the different patent clauses they 
contain. 

Senator O’Manonry. Are these tables that appear on page 10 the 
ones to which you now refer? 

Mr. Banta. Yes, that is a list of the contracts, naming the contrac- 
tor and the contract number and the data when they were executed. 

Senator O’Manonry. Pardon me, Mr. Banta. 

Senator Russell Long from Louisiana has just arrived. He has 
been busy in the Finance Committee. And I am sure you will be 
glad to let him interrupt you now so that he can conserve the time. 

Senator, we will be glad to hear from you. 

Senator Long is chairman of the Subcommittee on Monopoly of the 
Small Business Committee. And he has also held some very valuable 
hearings on this subject with which we are dealing. 

(Statement of the Honorable Russell B. Long, a U.S. Senator from 
the State of Louisiana, commences on p. 90.) 





AFTERNOON SESSION ? 





Senator Harr (presiding). The committee will be in order. 
There have been several delays, for which we apologize, not delays 
but interruptions. But again we ask Mr. Banta and his associates to 










1 By direction of the chairman the testimony of the representatives of the Department of 
Health, Education, and Welfare during the afternoon session was ordered printed at this 
point in the record. 
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return. And I am sure that the committee will see that the record 
will reflect no interruptions, so that there will be continuity of pages. 


STATEMENT OF PARKE BANTA, GENERAL COUNSEL, DEPARTMENT 
OF HEALTH, EDUCATION, AND WELFARE, ACCOMPANIED BY 
ARTHUR H. BISSELL, OFFICE OF THE SURGEON GENERAL, PUB~ 
LIC HEALTH SERVICE, AND MANUEL B. HILLER, OFFICE OF 
GENERAL COUNSEL, DEPARTMENT OF HEALTH, EDUCATION, AND 

WELFARE—Resumed 


Senator Harr. You may resume your questioning, Mr. Dinkins. 
Mr. Dinxrns. Mr. Banta, when you were last on the stand I believe 
you were talking about these cancer chemotherapy contracts, and 
some reference has been made to a table on page 10 of our report. 

Mr. Banta. Yes. 

Mr. Dinxins. Would you be good enough to turn to page 10, please, 
sir. Do you havea copy of our report before you? 

Mr. Banta. Yes; I havea copy before me. 

Mr. Drinxrns. Now, I believe earlier in your testimony you said 
that to date you only had 12 research contracts in this field with drug 
companies; is that correct ? 

Mr. Banta. I think that is correct. 

You will recall that I pointed out in my earlier statement that 
our experience is considerably limited in this field, because we had 
executed during 1958 and 1959 about 12 chemotherapy contracts with 
industrial concerns, with the alternate chemotherapy patent pro- 
visions in 9 of those contracts. 

Mr. Drinxrns. Let me interrupt you there, if I may, for a second. 

When you talk about having chemotherapy terms in there, you 
mean the 1957 revisions or the 1958 revisions? 

Mr. Banta. No, I mean the second exception. 

You see, in my statement I had pointed out that we had an exception 
to our basic policy with respect to the cancer chemotherapy indus- 
trial research contract, and that we had in fiscal 1958 and 1959 exe- 
cuted only nine contracts subject to that exception. 

Mr. Dinxrns. Let me ask you this question. As I understand it, 
there are two exceptions and not one, I mean to your standard clause 
20. You have your standard clause 20, which gives the Surgeon 
General the right to control the patent entirely, and then you have 

your amendments made in 1957 which give the Surgeon General the 
first set of march-in rights, and then you have your 1958 revisions 
which give the Surgeon General a different type of march-in rights. 

Now when you are talking about special provisions in the cancer 
chemotherapy program, I would like for you to point out specifically 
whether you are talking about the use of clause 20 or whether you 
are talking about your 1957 revisions or your 1958 revisions. 

Mr. Banta. When you say 1957 revision of clause 20, it still remains: 
clause 20. 

Mr. Dinkins. Well, it remains clause 20 unless it is eliminated in 
the contract. 

Mr. Banta. It is not eliminated in the contract. 

I described specifically the two exceptions to the basic policy. One 
‘was where we permitted the institutions whose patent policies are such 
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as to give assurance to the Surgeon General, or the head of the agency 
that. an invention would be available to the public as though it had 
belonged to the United States or the Public Health Service. 

And the other exception was the one that relates to our cancer 
chemotherapy research contract program. 

And those are the only two exceptions to the basic policy. 

Mr. Dinxins. When you are speaking of basic policy, now, are you 
referring to the language i in clause 20, as the basic policy on patents? 

Mr. Banta. The basic policy is set out in the appendix of your 
report, which you put in the record, and it includes more than the 
one clause. 

Mr. Dinxrns. Doesn't clause 20 relate specifically to this patent 
problem that we are discussing ? 

Mr. Banta. Yes. Clause 20, though, relates to contracts. 

Mr. Dinkins. What is that? Clause 20 relates to a clause that is 
included in contracts. 

Mr. Banta. Our basic patent policy is really to be found in the 
reservation to the Government of all ‘patentable rights or the right 
to dispose of them; it is to be found in our grant program which 
was long underway before we had any contract t authority at all. 

Mr. Drnxtns. I’ would like to have this crystal clear. I under- 
stand that you began with this standard clause 20 which gives the 
Surgeon General full rights in patent matters. 

Then in connection with the cancer chemotherapy program, in 1957 
ITEW issued some special rules and regulations saying that these 
applied to the cancer chemotherapy program. 

Under the 1957 program, the Surgeon General had march-in rights 
if the contractor with a patent violated any one of three conditions, 
if he didn’t have proper supply, proper pr ice or proper quality. 

Mr. Banta. That is only partially right. The adoption of the 
cancer chemotherapy industrial contract policy of September 1957, 
actually preceded the amendment to the regulation of November 26, 
1957, which was the basis for clause 20. 

Mr. Drnxins. And then you came out in 1958 with another set 
of regulations designed specifically to cover research contracts in the 

cancer chemotherapy program in which the Surgeon General still had 
march-in rights, but the procedural formula he had to go through to 
exercise these rights was much more complicated than it had “been 
under the 1957 program. Now, if I am in error in any way in my 
statement, I wish you would correct me. 

Mr. Banra. You are right, except the question arises as to whether 
it is much more complicated. I would have some reservations about 
it, being much more complicated. 

Mr. Drvxrns. I don’t want to argue that question, but 

Mr. Banta. Very well; you have stated correctly what the amend- 
ments are. 

Mr. Drnxrns. But you have caused me to want to ask you this 
question. 

If you were a drug manufacturer negotiating with HEW for a 
cancer research program—you are a drug manufacturer now—would 
you prefer to have the standard clause 20 in your contract, or would 
you prefer to operate under the 1958 program ? 

Mr. Banta. You mean with the clause 20 amended ? 
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Mr. Dryxins. Would you prefer to have clause 20 by itself or 
would you prefer to have terms consistent with your 1958 program ? 

Mr. Banva. I don’t know what you call our 1958 program. 

Mr. Dinkins. Wait a minute; let’s get that straight. I mean the 
1958 program as announced by HEW and publicized all over the 
country as the program for the cancer chemotherapy operation. 

Mr. Banta. What you really mean is the revision of the regula- 
tions which modify clause 20 to the extent that it limited the Surgeon 
General’s power to march in without first giving notice. 

Mr. Drnxrns. That is eat what I mean. 

Mr. Banta. Yes. Well, of course I would prefer to have the one 
which required the Surgeon General to give notice. 

Mr. DinxtNns. Now let’s refer back to page 10 of this report again. 
You have listed down here all of your cancer chemotherapy con- 
tracts at the time this information was furnished. Now I would like 
to know how many contracts have been entered into since this state- 
ment was furnished, if you can tell me. 

Mr. Banta (aside to Mr. Bissell). Do you know how many? 

Mr. Bisseiu. Two. 

Mr. Banta. Two. Could you give me the names of the two com- 
panies with which those contracts were made ? 

Mr. Brssetx. I believe it is Wyeth and Bristol. We will correct 
that if that is not correct. 

Mr. Dinkins. May I ask whether the patent right provisions in 
those two later contracts, contain your 1958 revision, or what do they 
contain on patent rights? 

Mr. Banta. No doubt they contain the latest revision of our policy 
provisions. 

Mr. Dinxrns. That raises a nice question. 

Since you came out with your 1958 policy and that was highly 
publicized, no doubt all of the drug companies are quite familiar with 
the terms of your 1958 policy, so doesn’t that mean that from here on 
out you could never hope to secure another cancer contract on less 
favorable terms to the drug manufacturer than your 1958 program 
provides for? 

Mr. Banta. Likely so. We would not be able to modify our policy, 
except in the usual fashion of publication of a revision of a regulation. 

Mr. Dinxrins. I wasn’t criticizing the publication; I was just try- 
ing to bring out the fact that if the knowledge became known to all 
the drug manufacturers of your more liberal 1958 policy, it seams to 
me perfectly obvious that no one would want to take a contract with 
less favorable terms than those. 

Mr. Banta. I am sure they wouldn’t, and we wouldn’t offer them 
one with less favorable terms. 

Mr. Dtnxrns. Let me ask you another question, going back to page 
10 of this report. 

These contracts that you have listed down here, according to the 
table, contain various patent terms, some your standard clause and 
some under the 1957 policy and some under the 1958 policy. 

Mr. Banta. That is right. 

Mr. Drnxtns. Now, I understand that the Upjohn contract, which 
is the last one shown on that page, has been revised to take in your 
1958 policy terms. 
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Now my question is: How many, if any, of the remaining con- 
tracts here have also been revised to incorporate your 1958 terms? 

Mr. Banra. That is the only one that is revised to incorporate the 
later policy. All the others, including the Upjohn, are completely 
consistent with the policy of the Department. 

Mr. Dryxins. I am sorry, I don’t quite understand you. 

Mr. Banra. I say, the Upjohn is the only one that was revised by 
a supplement, because it was updated to conform with our policy at 
a time when they got an additional amount of money and an addi- 
tional contract. And now all these contracts are consistent with the 
policy and contain the clauses indicated in your several headings. 

The first group contains the standard clause, the next group con- 
tains the clause based upon the 1957 amendments to policy, and the 
next the 1958 amendments to policy. 

Mr. Dinkins. The status quo remains the same as is shown in this 
table ? 

Mr. Banta. Yes; it does. 

Mr. Dinxtins. I understand that when Congress first. started ap- 
propriating substantial sums of money to the Cancer Institute for 
cancer research purposes, you had about a 2-year lag in between the 
appropriations and the time when you were able to get your contracts 
inorder. 

If that statement is correct, would you care to comment on it and 
explain it? 

Mr. Banta. You don’t have reference to when they first began to 
appropriate money to the Cancer Institute, do you, Mr. Dinkins? 

Do you have reference to the time when they first began to appro- 
priate money to the Cancer Institute, or when they first authorized— 
gave us contract authority ? 

Mr. Dinxrns. I am not sure, except I understood that there was a 
point just a few years ago when Congress had appropriated a certain 
amount of money to HEW to e1 igage in cancer research work, and 
for about 2 years HEW was not able to spend that money. And I 
ask you if that was correct, what is the explanation ? 

Mr. Banta. Well, actually, Congress has been appropriating money 
to the Cancer Institute for cancer research ever since the Institute was 
created in 1937. But it was in 1955, I think, that we first obtained 
from the Congress contract authority, up to that date it had all been 
grant authority. So we first obtained contract authority in 1955, 
and I think—and I will correct the record if I am wrong about this— 
also, I think the first industrial drug research contract that we en- 
tered into was in 1957, 

Mr. Dinxrns. Now, that is a 2-year lag in there. That is the one 
that I had in mind. But you had the contract authority beginning 
with 1955. And it took you about 2 years to get your machinery in 
order, is that it ? 

Mr. Banta. Well, there is some question about whether that was it 
or not. I assume we would have gotten the machinery in order if 
we had had applications for contracts. I don’t think we had any 
applications, but I am not sure of that. 


Mr. Dinxuys. You know, that raises a question that I am very mich 
interested in. 
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Suppose Congress gives you a certain amount of money and tells 
you to go and spend it in cancer research contracts. Do you start ad- 






















e vertising for contracts and looking around the country for contractors, 
y drug companies, chemical companies, or anyone else who might be 
equipped to go into this research work ¢ 
What is your potential market as far as contractors are concerned 
V to engage in cancer research work, how many people have you got to 
t. deal with 2 
i- I don’t expect a precise figure, but I would like for you to let me 
e know whether we are t talking about two or three hundred or two or 
5. three thousand. Iam talking now about chemical companies or drug 
1- companies competent to go into a cancer research program. 
e Mr. Banta. I have no actual idea about how many would be inter- 
ested or competent, and you might find people interested that the Gov- 
is ernment may think ought not to be interested. But I don’t really know 
how many competent concerns there are in this area. 
Let me ask if the Surgeon General’s staff member knows. 
)- Mr. Bissetx. I would guess that there are not more than 50 private 
vr companies. Now, this includes the drug companies and some of the 
e chemical companies. Fifty may be low. But it is not a large num- 
‘Ss ber, because of the standards that we necessarily set. 
Mr. Dryxrxs. Now, are you taking into consideration large, 
d medium, and small-sized companies scattered all over the country { 
Mr. Bisseiu. That would be interested and willing and able as far 
Oo as we know. 
Mr. Drvxrs. Now, let’s run that down a little bit more. 
- You couldn’t tell whether they would be interested or not until you 
= contacted them and started negotiating with them, could you? 
Mr. Banta. Well, when you give publicity to the fact that there 
‘ is some contract authority ‘and some money around, you sometimes 
n find out that people are interested. We certainly have takers for the 
d grants, Mr, Dinkins. 
I Mr, Dinxrns. I can appreciate that. But you don’t just sit at your 
desk in Washington and wait for these contractors to come begging 
Vy for contracts, do: you? 
iS Mr. Banta. I assume not. 
d Mr. Bissett. May I answer that? 
n Those in charge of the program on cancer chemotherapy, I think, 
5, were quite familiar with the research resources of the country, and 
we had been dealing with them in other fields for many years. So that 
\- at the time it became necessar y to know what drug houses, what chem- 
ical firms, would have any experience in this field and be interested, 
1e I am quite sure that we had very complete lists of the possibilities, 
ig Mr. Dinxxs. I would like to explore this a little further. 
n Now, you take these 14 contracts that you have now—I am confin- 
ing my remarks just to the cancer chemotherapy program—you have 
it 14 contracts that have been executed in the past 5 years. Although 
if you have had plenty of money to spend during these 5 years, you have 
Ly only had 14 contracts. Now, I don’t pretend to be an authority on 
' drug companies, but as I look over this list down here of Armour & 
h Co. and Squibb and Upjohn and Abbott Laboratories, Charles Pfizer 


and Schering, Parke-Davis & Co., they all sound to me like some of 
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the largest and oldest and perhaps best-equipped drug companies in 
the country. 

Now, is that a fact ? 

Mr. Banta. I suspect they are. 

Mr. Dinkins. Now, what has happened to all the medium- and 
small-sized drug companies? Aren’t they interested in these con- 
tracts? 

Mr. Banta. I do not know, sir. 

Mr. Drnxtns. Have you made any effort to find out? 

Mr. Banta. Most of these people, I understand, do not have the 
scientists, the facilities, and the necessary information to deal with 
them. 

Mr. Drnxrns. Let’s run that down, Mr. Banta, just a step further. 

All companies in this country are not as big as General Motors 
and United States Steel and American Telephone & Telegraph. But 
here you are, now, an important Government agency with plenty of 
money, are you bound to deal only with these largest and top drug 
manufacturers over the country ? 

Can’t you get a medium or small one, if he hasn’t enough money, 
aren’t you allowed to advance him money for proper equipment ? 
Under your contracts don’t you advance money to go out and hire 
scientific employees, skilled employees ? 

Mr. Banta. No. 

Mr. Dryxrys. What do you do in your cost reimbursable contracts ? 

Mr. Banta. We don’t direct what he does or how he does it, he 
demonstrates when he makes an application for money in the grant 
field or in the contract field what his capability is. I think that is 
what he does. And there is an advisory council that screens applica- 
tions of these people. 

And frankly, Mr. Dinkins, I am not familiar with the scientific 
community enough to say that there are a lot of drug houses other 
than these listed here who would be interested in these contracts, or 
possessed with competent personnel and suitable facilities to carry 
them out. I think the National Institutes of Health, under its man- 
agement and under the present and former Surgeon General, have 
done a very excellent job in the field of medica’ research, and that 
they know where the facilities and scientists are. There has been no 
criticism that I know of, on this score and I think in this instance we 
are talking about people who are honorable people, both in Govern- 
ment and out of Government, and we think that the policy is sound— 
although you may not agree. I think we can say that we would have 
no objection at all to having the policy laid out by the Congress, to 
tell us what they think we could live with and what we could work 
with. But we think also that we haven’t given away anything con- 
trary to the public interest; we have reserved the right to “march-in” 
upon certain conditions in all of these contracts, as well as our grants, 
we have reserved this right for the Government. 

Mr. Drnxtns. Mr. Banta, you speak of the march-in rights. Your 
march-in rights under your 1958 program were covered this morning, 
and you recall that before the Surgeon General can move he has to be 
advised by a body of consultants and that he has to give 90 days’ 
notice, and then if the contractor wants to dispute it he can have a 
hearing. 
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Now, isn’t it quite possible that if one of these drug manufacturers 
was to come upon a great cancer discovery tomorrow, either a cancer 
cure or a cancer preventive, and the Surgeon General, for reasons best 
known to himself, wanted to use these march-in rights, isn’t it a fact 
that that drug manufacturer under your 1958 provisions could con- 
ceivably stall those proceedings off for perhaps 2 or 3 years? 

Mr. Banta. That is very doubtful. There are two or three reasons 
for that 

Mr. Drnxrns. The Surgeon General must be first advised by a body 
of consultants, he gives 90 days notice, and then you have a hearing, 
you don’t know how long they are going to last, and then you may 
have a judicial review of the whole procedure. 

Mr. Banta. You may conceivably have, Mr. Dinkins. But I think 
it would be unlikely that there would be any situation where the de- 
lays of the law would be effective to protect such a contractor. The 
public pressures would be terrific if word should get about that there 
had been a scientific breakthrough that a cure for cancer had been 
discovered or that a drug or material that would control cancer had 
heen discovered, or a preventive had been discovered—I don’t think 
anybody could resist the pressure that we would have, or that they 
would be confronted with if they sought to delay getting such mate- 
rial out quite promptly. 

Mr. Dinktns. Now, Mr. Banta, I don’t expect you as general coun- 
sel for HEW to be familiar with all these details, but I am still not 
satisfied with an answer to this question, and I hope one of your able 
advisors will give it to me. That is why, this cancer chemotherapy 
program having been in existence now, active existence, for 5 years, 
you still have only 14 contracts with people who presumably are 
among the larger drug manufacturers over the country, and we don’t 
have any information as to how far HEW has gone to search out 
other manufacturers to see if they could get them into the picture. 

Mr. Hiier. Perhaps I may speak to that question, Mr. Dinkins. 

I think the question can only be answered in consideration of the 
entire scientific background in which this whole problem is found. 

In the first place, the scientists at NIH have indicated to us that 
the amount and capacity of scientific facilities and know-how in the 
entire country is quite limited, that the kind of scientific, technical 
know-how, the kind of facilities that are needed to go into the kind 
of research activity for the production of a drug as a cure for cancer, 
is very limited, that very few companies maintain scientific staffs 
and maintain facilities which they are willing to devote to this kind of 
a program, which is at its very inception at this time, and for which 
the possibilites of success are relative y very small. 

Under these circumstances, unlike other fields of research and de- 
velopment, we are told that private industry does not have the facili- 
ties that they can divert—and the limited facilities which they do 
have they are not likely to divert—to a field of research endeavor 
from which there is not very great likelihood of immediate success. 

Now, in this background, it becomes understandable why there are 
so relatively few companies who have contracts for drug development 
research with the Department of Health, Education, and Welfare. 

Another factor is that at this moment the scientific strides that 
have been made in this field are not particularly in the field of drug 
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development, but they relate to many other aspects, they relate to 
methodology of doing certain types of screening and testing and 
clinical trials, all of which are necessary basic elements that have to 
be perfected before you can get into the development of drugs for 
cures. 

Mr. Drxxrys. By the way, let me ask you one question before I 
forget it. 

Have any patentable inventions arisen to date out of any of these 
cancer chemotherapy contracts? 

Mr. Hitter. None. 

Mr. Dinkins. Now, the statement you made just a moment ago— 
and I appreciate it—does that mean, then, that HEW is by necessity 
forced to deal only with these 14 manufacturers, the drug manufac- 
turers with whom you have these cancer research contracts ? 

Mr. Hitxer. I would choose not to say that we are forced to deal 
only with these. The circumstances are merely such that these are— 
or perhaps these and some others are the only ones who have the 
facilities available, who have the scientific know-how and the per- 
sonnel, all of which they are willing to divert from other, pene 
more compensable and more productive types of research, into the 
field of cancer inquiry. 

Mr. Dinxtns. Now, if you continue to pursue this policy, of pour- 
ing this Government money into these large drug manufacturers, 
wouldn't the end result be to make the strong grow stronger and the 
weak weaker? Aren’t you going to eliminate all the medium sized 
and smaller manufacturers ? 

Mr. Hitter. Well, sir, we don’t like to think that we operate with 
blinders, that we are completely ignorant of the economic results of 
actions which we take which are motivated by scientific objectives. 
This might possibly be the result, I am in no position to say. 

But certainly we believe that we have retained adequate controls 
in the sense that if these patent rights are so exercised as to create 
monopolies that reflect adversely upon the public welfare, or upon 
the availability of the drug cure, such as it may be, why then the 
Surgeon general would have the right to exercise the march-in clause. 
So that in this regard we do not believe that by our contract provisions 
we have left to the contractor such complete control over the patents 
as to put him in a monopoly position, because we do believe we have 
retained a safeguard against a monopolistic type of utilization of 
those patent rights. 

Mr. Dinkins. Let meask you another question. 

Suppose you start negotiating with either the medium sized or the 
small drug company or chemical company. He comes to you and 
talks to you about the possibility of one of these contracts, And you 
perhaps send a man out to inspect his plant and his employees, equip- 
ment, and so on. And you find that the has about half the proper 
amount of equipment, and perhaps half the amount of scientific help. 
If you still want to give him a contract, don’t you have authority un- 
der the law, and the money, to advance him, to make allowances for 
him to buy any equipment and take on additional employees if they 
are necessary to perform that contract ? ” 

Mr. Hier. I believe that to a limited extent that we can under- 
take contracts the terms of which would permit the contractor to 
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employ personnel and perhaps to acquire specific needed equipment 
for the research contract project. I have serious doubt, however, 
that we could conceive of having authority for financing construc- 
tion facilities contracts. 

Mr. Dryxrns. Doesn’t the appropriation say you can contract on 
a cost or other basis? 

Mr. Hitter. Yes, sir. But we don’t believe that the authorization 
that is so contained in our appropriation act would extend so far as 
to authorize us, for example, to enter into a cost reimbursement type 
contract with a drug firm which never had any research laboratory 
and to authorize us to commit that contract to call for the construc- 
tion of a new laboratory by this contractor, and then reimburse him 
for it. 

Mr. Drnxrns. Don’t you have a provision in your contracts that 
you do advance money for equipment, that that belongs to the Gov- 
ernment ? 

Mr. Hitirr. That is correct, we do. But this is only incidental 
equipment necessary for this particular project, and I think that 
the kind of incidental equipment that might be needed to carry out 
the particular scope of the work should be distinguished from what 
the armed services would call a facilities construction contract. 

Mr. Drxxins. Can you give me any approximation as to how 
many drug or chemical companies that HEW has contacted in the 
last 5 years beyond the 14 with whom you have contracts to de- 
termine whether or not they might be available? 

Mr. Hiner. Mr. Bissell may be able to answer that, sir. 

Mr. Bissetx. I think we may have to supply it, but let me say this 
in general, 

Our scientists are, through their scientific communities and their 
scientific interest, well acquainted with the scientists and the drug 
houses and the chemical firms throughout the country, and anywhere 
there has been a spark of interest and ability, I am quite sure that 
we have approached them and asked whether they wished to pursue 
this and whether there is any possibility of enlisting them. 

The only limitation on us is the contract limitation on the amount 
of dollars that we can spend, and we have, I am sure, tried to spend 
up to this amount. 

Mr. Dryxins. Let me ask one more question, Mr. Banta, and I think 
Tam just about through. 

Would it be a fair statement for me to say that your cancer chemo- 
therapy policy, your 1958 policy, was changed because of pressure 
brought upon HEW by these large drug companies that we speak 
of? 

Mr. Banra. I don’t think that is altogether the case. I have no 
knowledge of them actually bringing pressure to bear. 

I do think, as Mr. Bissell has indicated, that there surely was little 
or no interest in the contracts. In view of the acquaintanceship that 
the Department’s staff of scientists has with all or most of the compe- 
tent scientists in the country, I think they may well have whether or 
not anybody had any interest in contracts. It may have taken some 
negotiation on the part of scientists with scientists to stimulate in- 
terest, but I am not aware of any pressure put on us in the strict 
sense of that term to modify our policy. 
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There was, however, no interest manifested in this contracting 
field, let me say, from 1955 to 1957, at least none that culminated in a 
contract. 

Mr. Dinxrns. Who from your agency was in charge of contacting 
the drug companies at the time these negotiations were going on on 
these patent policies / 

Mr. Banta. Somebody at the National Institutes of Health; I would 
assume someone connected with the National Cancer Institute in this 
one. And I suspect more than one. I have no real knowledge of 
that. 

Mr. Dinkins. We have an excerpt from a letter in our report 
on page 8 that I think came from your Mr. Rourke, and I quote in 
part from this letter. Hesays: 

* * * those involved in negotiating drug development contracts on behalf of 
the Government reported to the Department Patents Board that industry was 
not participating to an extent needed to meet the demands of the program, ap- 
parently due to industry concern that the ‘“march-in” rights reserved to the 
Surgeon General might be exercised arbitrarily and without due regard to the 
real public need. 

Now, doesn’t that indicate that industry did come down here and 
complain to HEW about those march-in rights and insist that some- 
thing more generous be given to them ¢ 

Mr. Bana. Of course, when you say “something more generous,” 
maybe it was a little more generous. But to repeat what Mr. Hiller 
said, we kept a close rein on any patent rights that might develop, 
notwithstanding the amendment of our policy. Moreover, Mr. 
Rourke’s letter or memorandum from which you have read indicates 
a concern on the part of industry that “march-in” rights might be 
exercised arbitrarily. As I have said Mr. Dinkins I did not partici- 
pate in any contract negotiations nor in any meetings of the Depart- 
ment’s Patents Board which considered and advised about the patent 
policy changes. I do not, however, see in any of the changes any 
failure to reasonably protect the public interest. 

Now, if our scientific people came to the Patent Board and said, 
“We don’t find anybody interested, we might do it if we did a little 
relaxing,” if that was the situation, there would be some excuse for 
relaxing so long as the Patent Board did what they actually did, 
namely make it clear that we would not relax to the point where the 
patent rights, if an invention is discovered, will go unconditionally to 
industry. The policy was modified without doing that. 

I think a great many people in the Department participated in 
these discussions with the Department’s Patents Board and probably 
with the Secretary and the Secretary’s representatives. Out of these 
discussions grew the amendment which changed the march-in provi- 
sions from that of authorizing the Surgeon General to just take over 
to one where he would give notice that he was taking over and for 
what reason and give the person the opportunity to comply with the 
demands of the Surgeon Renee with respect to quality, price and 
quantity, and so on. 

I think there were a great many persons who participated in those 
discussions. I wasnot one of them, however. 

Mr. Dryxins. Do you know of any drug manufacturers that have 
refused to sign one of these contracts until they were given your 1958 
provisions ¢ 
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Mr. Banta. No, I don’t. I don’t know whether any of them ever 
manifested any interest or not, I don’t know of anyone who refused 
to do it. I think this was all done before any contracts were pre- 
sented to anyone. 

Mr. Diyxrns. Do you think HEW, without suggestions or advice 
from industry, just voluntarily revised their 195¢ program ? 

Mr. Banta. I don’t like to be defensive, that is, put in the spot of 
defending either our policy, or defending the contracting parties repre- 
senting industry if the Congress thinks these are the w rong people 
to contract with or if this is the wrong way to do it, I am sure Mr. Sec- 
retary and others in the Department would welcome statutory 
guidance. 

But so far as I know, there was no pressure put on anyone in the 
strict sense of that term. And while I don’t like to have it implied 
that something wrong was done in revising our policy I am unable 
to say it was unnecessary to do so in the light of our experience be- 
fore it was done. There was no interest in our ocntracts under the 
existing policies. 

And of course you as a lawyer know that it takes two people to make 
a contract. So that what I expect was going on is that we were 
trying to find the way to interest people i in doing this job without 
giving away any governmental rights, without retaining sufficient con- 
trol to protect the public interest. I suspect that is what. was being 
done. 

Mr. Drxxtns. Do you imply by that statement that if these 14 
manufacturers had refused to sign a contract with HEW that you 
would be whipped, you would have nowhere else to turn to make other 
contracts / 

Mr. Banta. I must assume we had no place to turn, we had this 
contract authority for 2 years and didn’t get a contract. 

Mr. Dinxrns. So beyond these 14 you don’t know of anywhere else 
to look? 

Mr. Banta. We didn’t have a contract even with these 14 for the 
first 2 years. 

Mr. Hitier. Mr. Chairman, may I suggest this for the clarity of the 
record. I think we should not overlook the fact that even in this 
cancer chemotherapy area in all contracts the Government reserves 
an irrevocable, nonexclusive, royalty-free license for all governmental 
use. So that obtains under any circumstances in ev ery contract. 

And I think that perhaps in order to keep the perspective in focus 
it ought to be borne in mind that of the figure that was mentioned 
this morning, I belive it was some $18 million, which this year has 
been obligated or expended in the cancer chemotherapy program, that 
a considerable portion of that—and I am unable to say at this time 
how much—but a considerable portion of that amount of money did 
not go into drug development or research and development contracts, 
those that were related in one way or another to the cancer chemo- 
therapy program. 

So, for example, we might have contracts for services, for supplies, 
for mice, which are obtained by NIH for the purposes of testing, or 
other animal procurement. It is in order to keep the perspective 
here that I suggest that we equate the relationship of the amount of 
money that has already been invested so far in these 14 contracts 
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about which we have talked to the total amount involved in the cancer 
chemotherapy program. 

Mr. Banra. Mr. Chairman, I take for granted, of course, that this 
committee is more concerned about whether or not we or other agencies 
of Government have an appropriate patent policy, that you are even 
more concerned with that than you are the exact manner in which it is 
administered. 

We and I am sure everybody in the Department appreciate the 
problems that confront this committee and Senator Long’s committee 
and others who are engaged with other committees in collecting facts 
with respect to this broad business of Government patent policies 
throughout. Here the Public Health Service and the Department 
have felt that we are not dealing with anything other than that which 
is of the utmost importance to the public health. 

We have sought, as I think a careful reading of our policy will 
indicate, to get our job done while at the same time reserving to the 
Department on beh: lf of the Government sufficient rights to protect 
the public interest in any discovery or patentable invention which 
would be worthwhile. W hether it would be worthwhile or not, we do 
reserve it or direction over it, in all of our areas; in the basic policy y as 
well as under the two exceptions. The power still rests with the head 
of the operating agency to take contro] when it would appear that the 
public interest would not otherwise be served. 

Senator Harr. I take it we would all agree that the public interest 
would be served best by having the most intensive possible research 
aimed at these basically dangerous conditions. 

Mr. Banta. Indeed we do. 

Senator Harr. Have you ever heard spokesmen for the pharma- 
ceutical industry express an opinion with respect to the research pro- 
gram with commercial grants such as we have been discussing here? 

Mr. Bana. No, I think I have never heard a represenative of a 
pharmaceutical house in any discussion of the subject. 

Senator Harr. Earlier 1 think I heard the comment made that 
you were not aware of any criticism of the practices of the Depart- 
ment. 

Mr. Banta. Yes, sir. 

Senator Harr. Isit on the Antitrust and Monopoly Subcommittee of 
this Judiciary Committee, and I was remined of some hearings in the 
early part of this year in which one witness, who is the executive 
director of the National Commitee Against Mental Illness, expressed 
some opinions with respect to the lack of wisdom of the U.S. Govern- 
ment in the management of its patents with respect to public health 

discoveries. 

In refreshing my recollection I read you from the record, page 1669, 
a portion of the testimony of Mr. Gorman, the executive director. He 
was saying that several years earlier he had testified before both 
Appropriations Committees of the Congress urging an increase in the 
amount of moneys appropriated to the Institute for Research, and he 
told the so-called Kefauver committee earlier this year: 


I told the Senate committee— 
Speaking of the Senate Appropriations Committee— 


in 1958 that the strident speeches of the leaders of the pharmaceutical industry 
indicated that they would engage in a sitdown strike against any further drug 
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development contracts in any field other than cancer. As the President of one of 
the largest pharmaceutical houses in the country told me, and I am delighted 
to quote him : “We were caught off guard on this cancer thing. Several companies 
like Pfizer jumped in and grabbed contracts.” 

You were discussing whether it was a grab or a difficult negotiation. 

Tn any event, this spokesman went on: 

“The rest of us had to take contracts because we couldn’t justify a refusal 
of Government money to our stockholders. But we are drawing the line now.” 

And for record purposes, that is Francis Boyer, the president of 
Smith, Kline & French, not a small drug house. 

Now, may I ask, following that up, what has been your experience 
with these drug’manufacturers in negotiating for psychiatric drug 
research, which is one of the things that come off this line that this 
fellow talks about ? 

Mr. Banta. I don’t know that we have any contracts or that we are 
engaged in psychiatric drug research with any of these profitmaking 
organizations, 

I will ask our man from the Surgeon General's office. I think most 
of that is done through grants to the colleges, universities, and non- 
profit organizations. 

Mr. Bisseii. Let me say this. In the light of the experience we 
have had with the cancer chemotherapy program, we decided, oh, 18 
months or 2 years ago, that we would not get into more contracts and 
new fields like this unless we were absolutely forced to do it. 

Senator Harr. You mean you have had so much trouble with the 
manufacturers in the one field ? 

Mr. Bisse.u. No; just because we realized that it posed problems—— 

Senator Harr. And one of the problems is what patent rights they 
will insist on ? , 

Mr. Bissetu. One of the problems is what the patent rights should 
be; yes. And we decided to avoid this 

Senator Harr. If they undertook a sitdown strike, then they would 
have won it; is that right? Or you don’t even want to discuss it with 
them now? 

Mr. Bisseti. There are many other problems. The administration 
of the contract leads to—there is a great deal more difficulty in the 
administration of contracts than in grants sometimes. 

Senator Harr. It is pretty evident that there is a great deal of diffi- 
culty in this thing, from the exchange we have heard. 

Mr. Bissett. As a matter of fact, we have decided to try to avoid 
the use of psychopharmacology contracts and other contracts as long 
as we could and try to do the job by grants. Recently there have been 
some indications that maybe some areas we cannot handle through 
grants. 

There have been some negotiations—I don’t know how far they 
have gone—which may lead toward large-scale pharmaceutical con- 
tracts. The only psychopharmacology contracts that I know that 
have been made are two very small things that are really in the nature 
of supply contracts. There may be others. But as of the present 
time, I believe that our effort is still to do the job by grants if we 
possibly can. 

There has been no thought of going to the Department Patents 
Board or asking for a new policy that would extend the cancer chemo- 
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therapy policy into other areas. We may have to do it someday, but 
we are not thinking of it now. 

Senator Harr. It can be concluded from the testimony which has 
been given at great length in the Antitrust Subcommittee that there 
is extraordinary skill in these large pharmaceutical manufacturers. 
And there is some question about how they define “research” and how 
I would define it. 

At any rate, there is a repeated theme that there is extraordinary 
research that is available. But notwithstanding the need for psychi- 
atric drug development, you have concluded, based upon your experi- 
ence in the cancer field, that it is not worth your effort at this stage to 
battle with these manufacturers to make available this research skill 
in the development of psychiatric drugs; is that right? 

Mr. Bissevxt. I think you are putting words in my mouth a little 
bit, Senator. 

Senator Harr. I am putting it very strongly. But we have had 
some difficulty in developing clarity in what is valre ady behind some of 
the questions we have been directed to. 

This is the sort of thing that is behind it, this repeated suggestion 
that this claim for patent right and control was the real stumbling 
block in your negotiations with these drug manufacturers, and it 
would seem to me not unreasonable to suspect—not charge—that there 
is truth in this, in view of the fact that you just now tell me that you 
have got problems you are not going after these fellows 
to try and help America develop a psychiatric drug. 

Mr. Bisse. Senator, may I mt I believe we can do the job with 
grants. Grants have always been the preferred instrument of the 
Public Health Service and a mechanism that is most acceptable to the 
scientific community. 

We have made contracts only when we felt that grants would not 
do the job. We regard grants which support the basic research as the 
best way of getting this sort of work done. 

Senator Harr. Well, I think I know your answer to this. But to 
conclude the one page of Mr. Gorman’s testimony that is fresh in my 
mind—and this is on 1671—you would, I take it, not agree with his 
testimony to us sitting as an Antitrust Committee that: 

I must state to this committee that the pharmaceutical industry has collectively 


thumbed its nose at the expressed intent of the Congress and the American 
people in this area. 








Mr. Bisseix. I know of no reason to agree with that. 

Senator Harr. But you would agree that there has been criticism, 
in the light of what I have just read from this record ? 

Mr. Bisseiu. Yes, there has been criticism. 

Senator Harr. Mr. Wright? 

Mr. Wricut. Mr. Banta, I think in your direct statement you have 
described this procedural protection that you established by regula- 
tion for the benefit of the drug manufacturers against arbitrary 
action by the Surgeon General as somewhat akin to the kind of admin- 
istrative procedure that Congress prescribes. And I would like to 
know where you find in your statute, or any statute, the authority 
which permits you to establish procedures of that kind simply by 
regulation ? 
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Mr. Banta. Well, it is just in our broad authority to contract. We 
put this clause in a contract merely as a part of our agreement that 
that is what we will do. 

Mr. Wrieut. Doesn’t it occur to you that where the problem is— 
if there is a problem—of providing administrative procedure for the 
purpose of protecting drug manufacturers or anyone else from arbi- 
trary action by the Surgeon General, that that is a matter for Con- 
gress to consider rather than something to be done by the contracting 
officers ? 

Mr. Banta. Well, I would say the first premise is “Yes,” that you 
are exactly right about it. But in the absence of Congress having done 
it, the administrative or the executive branch, clothed with authority 
and under direction to make contracts 

Mr. Wricut. If you thought that this kind of procedural protection 
was necessary for an effective program, it would have been perfectly 
appropriate for you, would it not, to have come to Congress with your 
problem and said, “We don’t think we can do the research job unless 
procedural protection of this kind can be established,” and it would 
be for the Congress to decide whether or not you should have that 
kind of protection and what the precise nature of the protection would 
be. Wouldn’t that be the correct way to do it if you want to 
satisfy Congress that you are pursuing the right policy ? 

Mr. Banta. That would be one way. 

Mr. Hitter. If I may speak to that, Mr. Wright, I think it has long 
been considered within administrative responsibility and authority 
for a Government agency which undertakes to negotiate a contract 
to negotiate the terms of that contract, including any such procedures 
as may be necessary for the handling of the problems which arise 
during the performance of the contract. 

So, for example, a disputes clause in the contract, which provides 
for an appeal to the head of the agency or to an Armed Services 
Board of Contract Appeals is historic in contracts today made by the 
Government. And yet the procedure which we have established would 
dono more than to regulate the procedure to be followed in the exercise 
of a right under the contract and provided for by the contract. 

Mr. Wricut. Now, what you are referring to are procedures that 
are in existence which are established by express congressional 
authority ? 

Mr. Hitzer. Pardon me? 

Mr. Wricut. I say, those pee which you are referring to 
are procedures which are established subject to express congressional 
authority ? 

Mr. Hitter. I think they are inherent in the authority given to the 
other agencies to negotiate contracts and terms. 

Mr. Wrieur. You think that the authority to make contracts car- 
ries with it the authority to prescribe whatever procedural regula- 
tions you think may be necessary to protect one party from arbitrary 
action by the Government ? 

Mr. Hitxer. In asense, I think so; in the terms of the contract. 

Mr. Wrigut. You need no sanction from Congress to do that. 

That is all. 

Senator Hart. Mr. Clesner. 

Mr. CLesnrr. No questions. 
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Senator Harr. Mr. Banta, at long last, I think, with all the inter- 
ruptions, we have concluded. We appreciate very much your kind- 
ness. And I apologize for what I am sure is an inconvenience in re- 
quiring you to stay over this afternoon, but as you have sensed, the 
chairman felt under some pressure to permit the out-of-town visitors 
to get away. 

Mr. Banta. I am completely aware, Senator, that we cannot al- 
ways control our time just as we might wish. We appreciate the op- 
portunity to appear before this committee and represent the Secre- 
tary. 

We are glad to make any contribution we can toward a solution of 
the problem. And we are sympathetic with the work of this com- 
mittee, you may be sure. 

Senator Harr. W hich problem appears to require the contribution 
of many people before it is resolved ? 

Mr. Ciesner. I would like to bring to Mr. Banta’s attention before 
he leaves an article by Francis C. Brow n, president of the Schering 
Corp., which was made as the annual address of the president of 
the American Pharmaceutical Manufacturers Association in 1958, in 
which he refers to the cancer chemotherapy program and develop- 
ments under Government-sponsored research; and also opposing gen- 
erally such appropriations by the Government, and referring to the 
patent clauses as something they should fight against. W hy I mention 
this is that you stated that: industry had made no expression in regard 
to this. 

Mr. Banta. No, I am afraid I was misunderstood; not that industry 
had never made any expression. What I said was that I had never 
talked to an industry representative myself, and, therefore, had never 
heard any discussion by an industry representative. 

And, Senator Hart, if by any chance you misunderstood, or we mis- 
understood one another when'I said that I had heard no criticism, I 
did not mean to imply that there hadn’t been many times that our 
policy has been criticized because we were doing what we were doing. 

There have been reports that came to me secondhand—I never dis- 
cussed it with an industry representative—but there were many people 
that thought we ought to do what other agencies do with respect to 
the patents. So that we were criticized for reserv ing the rights that 
we have. But I have heard no criticism of our policy from the repre- 
sentatives of the public. 

Senator Harr. I think my question indicated that I was not sure 
as to exactly the context in which you used that phrase “no criticism.” 
I was reminded that many months ago I listened to some very bitter 
testimony. 

Mr. Banta. I am sure, from what I have heard from my prede- 
cessors and the members of my staff and others in the Department, 
that there have been many times when somebody, who it was I don’t 
know, expressed the hope that we would relax our patent policy and 
permit the patent rights to go to our grantees, for example, long before 
we beerhad tary contracting y author ity at all. 

Senator Harr. Perhaps not wholly in point on the specific area we 
are reviewing, but basic certainly in my attitude—and I would assume 
TI reflect most of the general public in this—is that if pharmaceutical 
manufacturers have available skills and the knowledge which would 
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hasten the day even by one, or when we could say with confidence that 
there shall be no more cancer deaths, I and the public find great diffi- 
culty in understanding why the very hard rule of general business 
conduct has to be applied in negotiation with HEW, ‘Tooking to mak- 
ing available that skill and that knowledge in pursuit. of a cure. 

T don’t quarrel with business, and I have had association with some 
which would battle the right to the last knuckle for the best handhold 
they can get on a pee ‘deal, but I would hope that that would not 
be my attitude if I were battling against making available a cure for 
cancer. 

This is the underlying concern. 

Mr. Bana. I would completely agree with you. And we have all 
along the line in a grant research, which, of course, far exceeds in 
activity and dollars anything we do under contracts—we have insisted 
on reserving to the Government the rights to inventions. 

And we think we have done a pretty good job doing it. But, of 
course, in a government such as we have, where the exigencies of the 
situation being what they are, with a policy of defense such as I heard 
described by Senator Long, it was altogether natural that you will 
have somebody say to you, or you will hear that somebody has said, 

“Why don’t you do what Defense is doing—who don’t you do what 
some other agency is doing ?” 

And it is not for me to point my hand at Defense. I don’t know 
what the exigencies of their situation are. All we know is that we 
are not dealing with electric-light bulbs or machines or anything of 

that sort of thing: we are dealing with those things like medical dis- 

coveries which we hope will redound to the public good, and, therefore, 
we do keep our hands, as a matter of policy, on the rights to the 
discoveries to the extent that the public cannot be exploited. 

Now, if we haven’t done that very well, then we are subject to such 
criticism as those who differ with us in judgment may make. But 
our judgment is, though it may be bad, still we have kept our hands 
on the reins, and we can call upon anyone with whom we have con- 
tracted or to whom we have granted funds for the right to use the 
product and exercise the rights. 

Senator Harr. Notwithstanding my earlier comment, I am not un- 
sympathetic with the problems of those charged with the management 
responsibilities of the pharmaceutical firms. What are their respon- 
sibilities? I contribute capital, and I expect a return on it. 

Maybe reaching for the best handhold, and you think that holding 
off for another few years you can get a better handhold—maybe that 
is what you would conceive to be your management responsibility. 
But it isn’t the production of light bulbs, or even tanks. 

Mr. Bana. No. 

Senator Harr. And if there is this dilemma, then it looks very likely 
that it is the kind that can be resolved only by the decision of the 
public instrument governing. And maybe that is the only way that 
dilemma will be resolved for the investor in the company, the manage- 
ment of the company, and the public. 

Thank you very much. 

(Eprror’s Norr.—The following statement of Senator Russell B. 
Long was presented during the morning session.) 

Senator O’Manoney. Senator Long, we will be very happy to hear 
from you. 
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STATEMENT OF HON. RUSSELL B. LONG, A U.S. SENATOR FROM THE 
STATE OF LOUISIANA 


Senator Lone. Thank you very much, Mr. Chairman. 

First of all let me say that I do not have a prepared statement. 
Although my committee * conducted about 500 pages of hearings on 
this subject, I do not think that we uncovered or will uncover any- 
thing on the subject which will be as revealing as the hearings of your 
TNEC that you conducted a considerable number of years ago. 
Much of the information I find strongly supports the position that 
was developed by you as chairman of the TNEC Committee. I think 
we can find all sorts of additional information to prove your findings. 

We went into the subject of Government patent policies as a matter 
of small business interest with the belief that small business, being a 
competitive field, should have the opportunity to bid and compete with 
the larger concerns. But the more we looked into it, the more we 
became convinced that our patent policy above all should have four 
objectives: (1) It should try to accelerate the rate of scientific achieve- 
ment; (2) it should encourage the rate of economic growth; (3) it 
should try to promote and maintain a competitive society; and (4) 
it should promote social and economic justice. 

It was my conclusion, after studying these problems, that to spend 
$6 billion or more a year of Federal money on research and then give 
& private company all the patent and proprietary rights resulting 
from it frustrates these objectives. 

Now, in the course of a speech I made on the Senate floor which I 
believe you were kind enough to read, I referred to some of General 
Electric’s policies, and some of their previous violations of the anti- 
trust laws. I think that shows us and the public how they behave in 
a monopolistic situation. A Senate committee brought out the facts 
about the arrangement to control tungsten carbide, which GE was 
selling at $453 a pound, the cost of manufacture being $8 a pound. 
That shows how a firm can charge us, once it has a complete or almost 
complete monopoly in particular lines. 

And as you know, Mr. Chairman, this particular company was 
actually working with Westinghouse to downgrade the quality of 
light bulbs to make them burn out faster so that they could increase 
their profits. 

The General Electric Co. sent an 8-page letter in defense of them- 
selves, in which they stated that their policy is that none of their 
employees should communicate with anybody else. So when you con- 
tract with these people that want to obtain and keep the patent rights 
they proceed to tell their scientists and engineers: “Don’t talk to 
this fellow in Lockheed or this contractor over here, because if you 
do we might not have the opportunity of a patent that might be worth 
hundreds of billions of dollars to us.”’ 

Congress has been through similar issues before. When we were 
dealing with atomic energy, the administration made every effort to. 
get a bill through that would permit private companies doing re- 
search at Government cost to take out and have private patents at 
the taxpayers’ expense. 


1 Monopoly Subcommittee, Senate Small Business Committee. 
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That matter was voted on on the Senate floor, and it was defeated 
even though the issues were not as sharply defined as I would liked to 
have seen them. Congress voted that where the Government pays for 
the research the Government gets the patent rights. 

Many firms stated that if they were doing research at the tax- 
payers’ expense they would let the subcontractor keep the patent 
rights, but if they were doing it with their own money they insisted 
that they get the patent rights. 

I discussed this matter with an outstanding businessman—I would 
rather not name his name—of one of the large corporations, and his 
position can be summarized this way: He said, “If you want to be 
fair about it, the fellow that pays for the research ought to have the 
rights.” It is just that simple. 

In the field of defense, we are paying $6 billion a year, with 20 
companies getting most of that money. They are then in a position 
to hoard this information from their competitors. There is every 
financial incentive for them to do that, notwithstanding the fact that 
rules and regulations are supposed to work the other way around. 
The Defense Department sends some of their men to the various plants 
to police—and my guess is that those are not the most anxious police- 
men—supposedly to make sure that technical information 1s not 
buried. ST estiminty from small business witnesses, a number of them, 
reveals that they cannot get an opportunity in a number of instances 
even to get a look at what they are trying to bid on. 

Isn’t it a ridiculous situation when the Government is trying to ne- 
gotiate a contract on a competitive basis, and a small firm who wants 
to bid cannot even get a look at a model or get adequate information 
so he can determine whether he can manufacture an item more 
cheaply ? 

We found a small firm trying to maintain certain aircraft aa 
ment. He believes that if ke could get technical data and parts he 
could underbid General Electric 4 to 1, but General Electric claimed 
that they have proprietary rights and cannot sell him any of the 
parts that he needs to repair General Electric equipment—even 
though his cost is far below theirs. Competition is thus eliminated by 
the larger firm claiming proprietary rights, and these are rights 
achieved on cost-plus contracts, cost plus fixed fees, guaranteed profit. 

Some firms say they would not be interested in Government work, 
unless they were sure that they could keep all the patent rights. Gen- 
eral Electric according to newspaper accounts was apparently ready 
to lead a big-business sit-down strike if the Government insisted on 
protecting itself from monopoly and from high prices and from goug- 
ing and from a “fencing-in” process that often occurs at Government 
expense, that is, paying money for somebody to do additional research 
on every possible inferior alternative to prevent someone from getting 
around his patent. And the purpose of that, of course, is that if this 
one firm gets a patent, if someone else wants to manufacture a similar 
product, even by using an inferior method, he would not be able to do 
that because even that method would have been patented too. I be- 
heve you will find that in some cases our’ money is being spent that 
way. 

To find inferior ways to solve a problem that has already been ade- 
quately solved is certainly a waste of money. 
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I have found, Mr. Chairman, that it was difficult to get witnesses to 
testify on this subject. A small business witness comes up and testi- 
fies, and he tells us what an outrage the situation is from his point of 
view, that it is impossible for him to bid where he knows, and he can 
prove it, that he can give the Government the best price. And then 
within 3 weeks from Fort Huachuca comes the order that every piece 
of equipment he had already sold the Government since he has first 
started selling them has to go through a worldwide inspection, not just 
what he is turning out now. 

I suppose if they had one in that plane shot down in Russia, the De- 
fense Department would send somebody there. 

After this very extensive inspection, they find that the small firm’s 
products did meet the standards and that the worldwide inspection 
was not necessary at all. 

We know that most patent rights are going at Federal expense to a 
handful of companies. And my guess is that added to the $6 billion a 
year we are spending to develop all these new products, we will wind 
up in having to pay a million dollars in higher prices which these 
monopolies can charge us in selling us the products developed at our 
expense. 

Admiral Rickover stated that the AEC had no problem in get- 
ting contractors. He said there were too many that wanted these 
cost-plus contracts. 

I would suggest that you consider an amendment to say the Govern- 
ment can give away its patent rights if it is in a position to certify 
that an agency can’t get a qualified contractor to do the job. And my 
guess is that when you do that, these same companies who are talking 
about a big business sitdown strike against the Government will be 
putting on just as much pressure in the future as they are putting on 
now to get cost-plus contracts, because they know that that is the goose 
that lays the golden egg for them, and we know it, too. 

Mr. Chairman, the Government didn’t get itself in this position 
voluntarily. As you undoubtedly know, the Government used to do 
its own research, and every time a product was developed 40 or 50 
companies would go into the business of making the product. During 
World War II, however, when the Government had its back to the 
wall, some of these companies said they did not want to do research 
unless they were given the patent rights. 

Senator O’Manonry. Have you instances of that refusal, Sena- 
tor? 

Senator Lone. Mr. Chairman, the change in policy was handled so 
well that they did not put on the record who these people are. How- 
ever, either [ or you can call some of the people who were here at 
the time and who testified that a considerable number of major com- 
panies were not willing to take research contracts unless they were in 
a position to keep the patent rights and the proprietary rights for that 
which they developed at taxpayers’ expense. 

I believe that we ought to reveal who these people were. And these 
would probably be the same people you could count on to fight an 
appropriation for the Government to do the same research for itself. 

t wouldn’t surprise me if you will find the great General Electric 
Corp. among those companies which would not perform in wartime 
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for the Government unless they could keep the patent rights. And 
yet it looks as if every time we get in trouble we send for the presi- 
dent of General Electric to come down here and organize our defense 
for us. And if we want to get some secret report about defense, we 
send for the president of General Electric, who sits with some board 
and issues a report that is so secret that even you and I cannot read 
it half the time. This company is reluctant to perform research for 
the Government unless they could be guaranteed a profit and guar- 
anteed all the patent rights in addition to that. Yet we know that 
any competitor would give his eyeteeth for the opportunity to do 
research for the Government. 

Some people have told us that small business needs these patent 
rights. And I would like to make a comparison. 

Small business could perhaps have developed the aerosol bomb 
on contract for the Government. It happens that the Government 
developed it itself. There must be 500 companies manufacturing 
aaa everything from shaving cream to furniture polish, bug 
bombs, insecticides, everything under the sun, hundreds upon hun- 
dreds of companies using that product. 

Now, what would be better: that a single company should grow 
from a small one to a giant, charging outrageously an prices on 
Government research to develop aerosol, or would it be better that 
500 or 600 or perhaps a thousand little fellows would be in a position 
to manufacture commodities and sell them at a cheap price to the 
public ? 

Senator O’Manonery. Senator, you have raised one of the most 
important questions now before this Congress. 

The collapse of the summit conference at Paris last night makes it 
clear to us that everybody in the United States is directly concerned 
with the economic progress of this country. The heads of great com- 
panies like the General Electric and heads of small companies are 
dutybound if they want to preserve this country to come forward 
with everything that they know to protect the economic stability of 
the United States on a free enterprise basis. 

Free enterprise does not mean freedom from regulation by govern- 
ment. Free enterprise means the freedom of every man or every 
group to go into a line of business without monopoly restrictions on 
the part of big companies. 

Soviet Russia, in my judgment, will not begin a nuclear war, be- 
cause it knows the U-2 has proven to the world that we can penetrate 
to the very center of Russia with an yea and an airplane can 
drop bombs as well as take pictures. So Russia is not going to start 
a war. It is waging an economic war against us. And unless we in 
the United States are willing to combine together as patriotic citizens 
of this country to build up free enterprise, we are going to have a 
hard time in the days before us. 

I feel very grateful to you for what you have done with your Small 
Business Committee on Monopoly. 

Senator Lone. Thank you, Mr. Chairman. 

If I might just add a few additional words—I do not want to keep 
the committee too long on this matter—this policy started at a time 
when the Government was spending only about three or four hundred 
million dollars a year on research and development for private con- 
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tractors. Now we are spending, well, a total of $8 billion for the 
Government as a whole. 

Whenever Congress has voted on a patent policy, Congress has 
voted that if the Government pays, the Government should protect its 
interest just as every corporation protects itself, to make sure that it 
gets what it pays for. If a private firm pays for research, it gets 
the rights. It can charge license fees wort get its money back that 
way or it can make the product generally ailable to the public and 
let the public benefit from the lower ne of these commodities. 

I don’t know whether you have the time to go into it, Mr. Chairman. 
But it might be interesting to find out if the Douglas Corp., for ex- 
ample, in trying to make a missile, knows what Lockheed knows about 
solid fuel, and it might be interesting to know whether Lockheed knows 
what Douglas knows about metals. 

But all this argument about small business on these patent rights 
is a matter of whether you are talking about the small business com- 
munity consisting of thousands upon thousands of firms competing 
with one another or whether you are talking about one or two, or a 
small number, as compared with a large number. 

Another factor worth considering is this: A corporation like Gen- 
eral Electric has around 12,000 patents. A lot of those patents you 
and I know are not any good. But if the little fellow tries to go into 
business to compete with them, you can count on them spending a 
lot of money to support their position and to run a fellow out of 
business. And if they can’t do it any other way, they can do ‘it by 
suing him on the patents and making him pay out his money in court 
costs and law yers’ fees. There is no doubt but what patent lawyers 
will come in. I am a lawyer of sorts and I sympathize with them. 
Any time we lawyers feel we can make an extra fee, you can count 
onus. I ama member of the bar in Louisiana, and we have an unusual 
procedure. Instead of a chap going to a board as he does in most 
States to get his workmen’s compensation, in Louisiana he has to 
hire a lawyer and give that lawyer 20 percent of it. 

Senator O’Manoney. I will say for the record that when a client 
hires you, he hires a lawyer of a good sort. 

Senator Lone. Well, I hate to say it, Mr. Chairman, but the client 
always el aid that 20 percent even when I was representing him. 

But the point I am getting to, Mr. Chairman, is that every time the 
Louisiana State Bar Association meets and if anybody raises the 
point, you can count upon our bar association passing a resolution 
that we should not change our procedure to conform to that of other 
States. We lawyers have an interest in that because we are able to 
generate a lot of unnecessary legal practice out of which we make a 
20-percent fee out of everything a person gets on his workmen’s 
compensation. 

Now, if you can take this—— 

Senator O’Manoney. Did you ever run into a sitdown strike? 

Senator Lone. Sometimes a person may get by without paying a 
fee. One of these days we will probably conform to the way the rest 
of the other States do it. But you must recognize that the lawyers 


have a vested interest in maintaining a situation by which we make 
the most money. 
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Patent lawyers, I think, object more strongly than any other group 
to the Government protecting its own interests. If they can stir up 
6 billion dollars’ worth of unnecessary patent work, they undoubtedly 
make a lot of fees out of it. So I guess if I were a patent lawyer I 
would want to be handling all the patent cases I could, involving all 
this fantastic amount of research every year. 

But I really do not think that the public interest is at all parallel 
to the patent lawyer’s interest in this type of litigation. 

Senator O’Manoney. Well, Senator, I have here the report of the 
National Science Foundation, the eighth volume, for fiscal years 1958, 
1959, and 1960, on “Federal Funds for Science.” 

In table 21 the total for the agencies in 1957 was $2,856.3 million. 
Of this the Department of Agriculture spent $97 million; the Depart- 
ment of Commerce, $19.8 million; the Department of Defense in all 
its branches spent $2,910.3 million; the Department of Health, Edu- 
cation, and Welfare, which is represented before us this morning, 
spent $143.5 million; and the Department of Interior spent $42.3 mil- 
hon. Then there were other agencies, including the Atomic Energy 
Commission, the Manhattan Engineer District, National Advisory 
Committee for Aeronautics, the National Science Foundation, and the 
Office of Scientific Research and Development. 

Senator Lone. Mr. Chairman, might I also point out to you that 
for research and development in the Department of Defense alone for 
this year the figure will be $5,950,125,000, which is being spent subject 
to the policy that I am criticizing here. 

Now, there is no doubt in my mind that somewhere in the adminis- 
tration pressure is being put on to urge these persons who have re- 
sponsibility to testify for a policy that yields all these patent rights. 

The reason I say this is that Tom Clark sent us a report recommend- 
ing in the strongest possible terms that which your bill would do, in 
effect saying that if the Government pays for the research the right 
should belong to all the people, and the public and consumers shouldn’t 
be required to pay high monopolistic costs as a result of research done 
at their expense in the first instance. 

Mr. Brownell in 1956 sent us a report that took the same point of 
view, but I must say that it is much milder, in tone. 

Then in 1959 we asked Mr. Bicks to testify before our committee, but 
he was unavailable. He can come in and spend all day testifying on 
a bill saying that a little farm cooperative can’t buy a dairy, but if 
you have got something that involves 6 billion dollars’ worth of patent 
rights, he is not available. 

Senator O’Manonery. Senator Long, I am advised that Chairman 
Vogel of the Tennessee Valley Authority, who is here in the room, 
having been called by the committee, has to catch a plane. Would 
you mind if I asked you to sit at the desk while he testifies? 

Senator Lone. All right, sir. 

Senator O’Manoney. Thank you very much, Senator. 

Mr. Banta, may I request you to yield again to Mr. Vogel ? 

Mr. Banta. Yes, indeed ; you may, Senator. 

(Eprror’s Norr.—The testimony of Herbert D. Vogel commences 
on p. 97. The conclusion of the statement of Senator Russell B. Long 
follows :) 

Senator Lona. It should be pointed out that whenever Congress 
has spoken on this problem, it has always adopted a policy that when 
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the Federal Government pays, the patent rights belong to the Gov- 
ernment just as they do inthe TVA. The law requires such a policy. 
But there seems to be pressure somewhere to push a contrary policy 
of giving away billions of dollars of patent rights. The Justice De- 
partment under both Roosevelt and Truman adopted a very strong 
position against this type of giveaway. Some testimony about the 
pressures to give away patent rights during the war is to be found on 
pages 332 and 333 of the hearings of the Special Committee on Atomic 
Energy in the Senate, 79th Congress, where witnesses discuss why the 
Defense Department conceded these rights to these large concerns. 

Now, it is hard for me to believe that Mr. Bicks, who is our Assistant 

Attorney General for Antitrust, could at heart want to send down the 
pusillanimous letter he sent us, saying that while it would appear 
that what Mr. Brownell had said about Government patent policy had 
a lot of merit, and while what Mr. Clark had to say about it—that 
when the Federal Government pays for this research it keeps the 
yatent rights—that while it would appear that that makes a lot of 
Laden, that you have to consider all sorts of circumstances, and there- 
fore he couldn’t arrive at a conclusion on this subject. My guess is 
that if he were not being told by someone to testify against such a 
policy, he would certainly be forthright and strongly for it. 

The Atomic Energy Commission sent a witness to the House Space 
Committee who stated that the atomic energy policy seems to work 
fine in the Atomic Energy Commission, but he would be the last man 
to say it would work well somewhere else. 

I asked Admiral Rickover to discuss it, and he gave a very forth- 
right statement which will be published soon. I believe he is one of 
the most forthright witnesses that we have from the executive branch. 
He gave a most clear and forthright statement that the Atomic 
Energy policy is the sort of thing that we ought to have for the whole 
Government. It helps to disseminate new information for there is no 
incentive to keep it secret. 

The Defense Department brought Mr. Falvey down here for 5 
months to testify for the Supply and Logistics Branch, Department 
of Defense, as Deputy Assistant Secretary of Defense. He testified 
before us that in the expenditures of $6 billion on research, it was of 
no concern to the Defense Department what happened to the public 
as consumers; that as long as the Government hae the right to manu- 
facture a product with a license, as long as they could get the weap- 
ons for defense, it was of no concern to them that the 180 million tax- 
payers who were paying his salary at that moment were going to have 
to pay high prices as consumers to support monopolies created with 
Federal money. 

Let us look at Mr. Falvey’s background. He came to us from the 
Electric Auto-Lite Co. He was their patent lawyer. He was in 
charge of negotiating with the Government, and getting plus con- 
tracts for Electric Auto-Lite Co. He was a Deputy Assistant Secre- 
tary of Defense for 5 months. During this time he let Mr. Johnson 
go from the Air Force over to the NASA, and then he proceeded to 
try to put the DOD policy into effect in NASA in violation of the 
law. He was trying to get the law changed so he could give away 
NASA patent rights. It looked as if Mr. Falvey spent all the valu- 
able time he could give us in giving away these patent rights. And 
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then he proceeded to go back where he came from as patent lawyer for 
the Electric Auto-Lite Co. 

About the one thing you can say for Mr. Falvey is that he is con- 
sistent; he is looking out for Auto-Lite Co. no matter what side of the 
table he is sitting on. 

That is the type of pressure that we are getting to continue this 
policy of giving away patent rights. 

Senator O’Manoney. Will you bring Mr. Falvey the next time he 
comes ? 

Senator Lone. What I had to say about General Electric seemed to 
stir them up. I thought I was rehashing old information, and I got 
an eight-page letter from them. It seems to me that if it took all 
those pages to defend themselves, they must be guilty. 

Senator O’Manonry. You are speaking now for the bar associa- 
tion 

Senator Lone. No; I am speaking of the General Electric Co. 

I am not trying to change the workmen’s compensation law down 
in Louisiana. The State legislature, I am sure, is competent to look 
into that matter. 

It is natural that the patent lawyers would want all these patent 
rights where they could handle them and work with them. 

et us face it. If these patent rights are truly available then 
everybody can compete, and whoever can give the best price is in po- 
sition to get the business. Because of the experience that all of them 
gain, they are in a better position to bid against one another and 
compete, all of which, I think, is in the public interest. 

Mr. Chairman, thank you for the opportunity to testify. I think 
in some respects it is completely unnecessary, with all the fine work 
you have done in this‘field through the years. I have to conclude that 
there is not much I can add to what you know. 

Senator O’Manonry. Thank you, Mr. Long. Your cooperation 
is very important, 

This afternoon the committee will hear Mr. Banta for the con- 
clusion of his testimony, and Dr. R. E, Stewart, speaking for Mr. 
Sumner Whittier, Administrator of the Veterans’ Administration. 

We will be glad to have you here if you care to come, Senator 
Long, and cooperate with the committee. 

The session is now in recess until 2:30 this afternoon. 

(Whereupon, at 12:35 p.m., the committee recessed, to reconvene at 
2:30 p.m., the same day.) 

(Eprror’s Norr.—The statement and testimony of Mr. Herbert D. 
Vogel presented during the morning session follows.) 

Senator O’Manonery. Mr. Vogel, will you come forward. 


STATEMENT OF HERBERT D. VOGEL, CHAIRMAN OF THE BOARD, 
TENNESSEE VALLEY AUTHORITY; ACCOMPANIED BY J. H. 
WALTHALL, CHEMICAL RESEARCH AND FERTILIZER DEVELOP- 
MENT STAFF; DUANE DUNLAP, ASSISTANT GENERAL COUNSEL; 
MARGUERITE OWEN, AND JUNE MARTIN 


Mr. Vocer. Mr. Chairman, members of the committee, I wish to 
assure you of my great pleasure at this opportunity to appear before 
you for the Senate Subcommittee on Patents, Trademarks, and Copy- 
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rights, in order to tell you something about the Tennessee Valley’s 
patent policy and its result. 

I have here with me on this occasion, on my right, Mr. Jack 
Walthall, who is with our Chemical Research and Fertilizer Devel- 
opment Staff, and on my left, Mr. Duane Dunlap, who is Assistant 
General Counsel. 

I also have here as observers from our Washington office, Miss 
Marguerite Owen, who is in charge of that office, and Miss June 
Martin. 

Senator O’Manonery. Will you give me those names again? 

You may proceed. 

Mr. Vocet. The patent policies which are followed by the Federal 
Government, I would like to assure you at the outset, are of extreme 
importance to all of us, as of course they are to every American citizen. 
And the Tennessee Valley Authority is glad to aid the subcommittee 
in any way that it can in the study of this matter. 

I shall not take your time in a discussion of procedural details, but 
some information on our experience in the handling of patents, we 
believe, may be helpful. 

Our basic patent policy is contained, of course, in the Tennessee 
Valley Authority Act of 1933. Section 5(i) of that act provides that 
the TVA has the exclusive right to any employment-related invention 
or discovery and to patents thereon made by any TVA employee or 
by any other employees of the executive branch of Government who 
may be giving formal assistance to TVA. 

The act further provides that patents held by TVA may be licensed. 

The TVA Board, in elaborating on this congressional policy to apply 
it to specific situations, went one step further in the matter of rights 
to discoveries. The Board decided that if the findings of TVA em- 
ployees rightfully belong to the Government, it is reasonable to require 
that the inventions of consultants, cooperating institutions, and other 
contractors arising out of their work for TVA should also belong 
to the Government. That is what our policy provides. 

To put it more simply and more directly, our patent policy is this: 
Inventions discovered through the expenditure of public funds belong 
to the public, and benefits therefrom should not accrue primarily to 
limited private interests. 

To be realistic, we recognize that the public interest in some dis- 
coveries may be so small that the expense of prosecuting a patent ap- 
plication or of administering licenses is unwarranted. 

Further, TVA’s contribution in some instances may be so limited 
that our claiming the full benefit would be inequitable. In such cases, 
TVA may choose not to exercise its full rights. This is determined in 
individual situations, of which there have been a few. 

I think it is unnecessary to emphasize that an unused patent is of 
no value to anyone. If the public is to benefit, a discovery must be 
given wide practical application. To assure the widest use of its in- 
ventions, TVA grants royalty-free, nonexclusive licenses to manu- 
facturers. We do not hold patents for the exclusive benefit of TVA 
or to derive income from them. We hold them for public benefit. 

If it appears that in specific cases the public interest can best be 
served through the charge of a royalty or the granting of an exclusive 
license for a limited time, our policy so permits. We have granted only 
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six exclusive licenses, of which five were to TVA employee-inventors 
for discoveries in which we had little or no interest or investment. 
Among these was a patent taken by an employee on a charging machine 
to be used in football practice. We determined we had very little 
need for that ; since the employee had worked on this on his spare time, 
we let him make such use of it as he desired. 

The other case involved a 5-year exclusive license to a private firm 
to encourage it to begin using a process that otherwise might have 
failed of acceptance. In this instance very little interest in the process 
was expressed by commercial interests. One concern did indicate a 
desire to develop the process, however, and in order to get the de- 
Mp before the public, we granted the interested company a 

-year exclusive license. 

‘With this brief description of the TVA patent policy, I would like 
now to turn tothe situation in which it is applied. 

We do a great deal of what may be defined as scientific research 
and development, but not all of it by any means is patent related. 
For example, we conduct research in the agricultural sciences, in 
biological sciences, and in social sciences, much of it under contract, 
in which no patentable discoveries are likely to be made. 

Many of these contracts are, of course, with our large universities 
and similar organizations. 

Since 1942 our patent-related research and development has been 
confined essentially to chemistry and chemical engineering and more 
particularly to the field of fertilizer. 

Mr. Walthall, whom I have introduced to you, is a leader in the 
field of chemical research, a distinguished chemist, and he has a very 
able staff working with him in these matters. 

Now, this fertilizer research and development has been performed 
by TVA employees exclusively. We have acquired all patent rights 
to the inventions and discoveries that have resulted. TVA has not 
conducted any patent-related fertilizer research by contract with or 
grants to outside persons, institutions, or firms, nor have we had any 
other research arrangements in recent years which could be expected 
to lead to patentable inventions or discoveries. However, the fact that 
we have not had to apply our patent policy with regard to research 
contracts in no way lessens the need for or the wisdom of the policy, 
in my estimation. 

The proof of any policy is in its application. 

In conclusion, I would like to cite a few examples of the public 
benefits that have come of our research and development and our 
patent policies. 

TVA has been issued 163 patents, the greater part of them in the 
field of chemistry and chemical engineering, minerals, and metallurgy. 
To restrict this discussion, I would like to use the fertilizer program 
as an example of the reaction of private concerns to the use of publicly 
financed research and publicly owned patents. 

The ultimate objective of TVA fertilizer research and development 
is the improvement and conservation of the Nation’s soil resources. 
It helps the American farmer to follow improved soil fertility prac- 
tices by making available to him better fertilizers at less cost. And 
we assist in giving him methods whereby he can improve the soil 
fertility and obtain fertilization cheaper. 
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Now, inasmuch as we are not in the commercial production of 
fertilizer—and I would like to emphasize strongly that we are not— 
we must reach these objectives through the fertilizer industry by 
making our findings available to the largest possible number of manu- 
facturers. We inform the industry of our research and developments 
through technical publications and trade journals, press releases, con- 
ferences, demonstrations, and the like. We answer a large number 
of direct requests for information each year, by means of correspond- 
ence with members of the industry. 

Industry representatives are encouraged to visit our fertilizer lab- 
oratories and plants at Muscle Shoals, Ala., to examine work in 
progress and to consult with our scientists and engineers. 

For example, during fiscal year 1959 over 900 persons having a 
technical interest in our fertilizer research and development visited 
our plants. We answered almost 1,600 direct inquiries in this field 
during 1959. Pilot plant demonstrations attract hundreds of vis- 
itors. And I may add, not only from every State in the Union, but 
from foreign countries and from our new States, Hawaii and Alaska. 

At the same time and as we are working with industry on process 
development, we engage in educational programs to introduce new 
fertilizer and fertilizer practices to the farmer who in time may be 
expected to demand these new products from private suppliers. And 
this demonstration program has in turn proved a great stimulus to the 
fertilizer industry. As soon as the industry is able to make a new 
fertilizer, make it on a productive basis, then we try to get out of that 
particular production and develop another new type of fertilizer. 

As I have said, TVA makes the patents available to industry under 
royalty-free, nonexclusive licenses. Fertilizer manufacturers have 
equal opportunity to receive such licenses, and no individual or firm 
may preempt any TVA invention for competitive advantage or for 
price control. 

And I might state here parenthetically that this has resulted in a 
benefit to equipment manufacturers who have thus been provided 
with a wider market for their tools and machinery. The fact that 
TVA patents can be used but not controlled has not kept industry 
from seeking and obtaining licenses. Some 160 different firms have 
received over 200 licenses. TVA patents on devices and processes 
for manufacturing high-analysis granular fertilizer from conven- 
tional materials have been licensed for use by 109 fertilizer and 
equipment manufacturers. About two-thirds of the granular fertilizer 

made each year in this country is manufactured under a TVA license. 

Since World War II, fertilizer consumption in this country has 
more than doubled. The average analysis has increased from 21.7 
percent to 30.2 percent available plant food. Thus the American 
farmer gets a better return from his fertilizer dollar than he would 
if fertilizer materials and methods had not changed. 

I have submitted to the clerk of this committee, along with a let- 
ter addressed to the chairman, a copy of this statement as T have given 
it, and in addition, I have provided a supplement to the preliminary 
report of the Subcommittee on Patents, Trademarks, and Copyrights 
of the Committee on the Judiciary of the Senate, which was published 
by the 85th Congress, 2d session, and entitled “Patent Practices of 
the Tennessee Valley Authority.” There is nothing in this material 
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that indicates any policy changes. However, the statement does 
serve to elaborate a bit on the data which was originally submitted. 

I am also submitting to the committee a list of abstracts of patents 
assigned to the Tennessee Valley Authority, beginning in 1943 and 
continuing to the present. 

Now, I think it might be of interest, if you have a copy of this be- 
fore you, to turn to page 13, and note that reference is made to a con- 
tinuous ammoniator. I pick this out somewhat at random, because 
it is a very simple device. As you will see it described it is simple 
device, a kind of mousetrap, as one of my predecessors on the board 

called it. It is something that even a small manufacturer can put into 
operation very inexpensively, and it has resulted in many small firms 
getting into this business of producing fertilizers, creating competi- 
tion and getting the prices to the farmer reduced. 

It is widely used in the fertilizer industry. There have been 111 
licenses issued on this particular piece of equipment. 

Senator O’Manoney. Mr. Vogel, you have submitted a very excel- 
lent argument in support of one of the bills that is now before the com- 
mittee. I thank you for your statement. 

Your letter and the other material will be made a part of the record. 

(Letter and attachments referred to appear in the appendix as 
exhibit No. 4.) 

Senator O’Manonery. Are there any questions which any other 
members want to address to Mr. Vogel ¢ 

Senator Lone. You mentioned all these other people who asked for 
a fertilizer license. Do you have any information as to how many are 
actually using the licenses ¢ 

Mr. Voce.. Yes, we do. I will submit it for the record. 

Senator Lone. If you will put it in this record, I will get a copy 
from the committee when it is‘ available. 

Mr. Vocet. Some information is contained in our annual report, 
Senator. 

Senator Lone. If you can just provide us a copy of that 

Mr. Vocet. I will be glad to provide the information. 

(This material was subsequently supplied the subcommittee by Mr. 


Vogel and ordered inserted at this point in the record by the chair- 
man.) 





The following examples have been furnished by TVA to indicate the current 
use by industry of major processes and equipment developed through TVA fer- 
tilizer production research. 

1. Patent No. 2,528,514, “Method for Manufacture of Superphosphate.” 
Twenty-nine firms have been granted licenses and process is being used in 
approximately 33 plants. 

2. Patent No. 2,729,554 and Patent No. 2,741,545, “Process and Apparatus for 
Ammoniation of Superphosphate.” Ninety firms have been granted licenses and 
the process and apparatus are being used in approximately 145 plants. 

3. Application Serial No. 624,177, “Production of Liquid Fertilizers.” Twenty- 
six firms have been granted licenses and the process is being used in approxi- 
mately 40 plants. 

4. Application Serial No. 740,982, “Process for Preparing Stable Liquid Fer- 
tilizer.” Twenty-two firms have been granted licenses and the process is being 
used in approximately 37 plants. 


Senator Lone. Thank you, Mr. Chairman. 
Senator O’Manoney. Mr. Wright. 
Mr. Wrient. I think Mr. Clesner has some questions, 
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Senator Harr. Before we do, I want to raise a delicate subject. 

Senator O’Manonry. This is a delicate subject. 

Senator Harr. It is a delicate aspect of a delicate subject. 

On page 2, the top part of your statement, you say: 

To be realistic, there are instances where TVA’s contributions may be so 
limited that our claiming the full benefit would be inequitable. 

Do we understand this to be a suggestion that you would have the 
committee understand that a mandatory requirement of complete 
license back to the Government—not license back—but complete title 
to any patent developed under any grant or contract would be too 
sweeping ¢ 

Mr. Voce. Well, I am getting a little out of the field of application 
tomy own organization here, Senator. 

As I have indicated, we have done very little patentable research 
on a contract basis. But certainly if we were paying for the research 
we would feel that we would have a right to the products thereof. 

Senator Harr. But the committee now understands, then, that 
TVA itself, and in your experience elsewhere, you have no—and are 
not able to advise us—specific cases where you feel that it would be in- 
equitable for the Government to require the title to any development ? 

Mr. Voce. No, I don’t think I could, Senator; it would be some- 
thing of a very insignificant character, I would think, if that were 
true. 

Senator Harr. Thank you. 

Senator O’Manonry. Why did you put this reference in your 
statement, then, Mr. Vogel? 

Mr. Voce. Well, only because there are things which are similar 
to this football charging device that could be of such a limited value 
that we wouldn’t feel that there would be any need for the Govern- 
ment to hold an interest in this. I say these are very rare cases. 

Senator O’Manonry. Your statement deals not with the value of 
the patent but with the value of the contribution from TVA. 

Mr. Voce. With its applicability to the public need, I would say, 
rather, Senator. 

Senator O’Manoney. And then your sentence read as follows: 

In such cases, TVA may choose not to exercise its full rights. 

Can you give us any example at all ? 

Mr. Voce. Well, I have given you this example of a football charg- 
ing machine, which is a little absurd; it carries it to a very extreme 
degree. 

Maybe Mr. Walthall can help me on another example. 

Senator O’Manoney. Mr. Walthall, the next sentence was: 





This is determined in individual situations— 


which is plural, not singular. 

Mr. Vocet. That is true. 

Senator O’Manoney. Indicating that there have been several such 
occasions. 

Mr. Voce. There have been. I have indicated that there were 
some five or six such cases. And I can refer you to a list of the cases, 
where the rights have reverted to the employee himself in order that 
the invention could be made available for use by the public. 
Senator O’Manoney. Where does that appear? 
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Mr. Vocen. It appears on the last page, page 23, of the report of 
the Senate committee to which I made earlier reference. 

Senator O’Manoney. We have that. 

Mr. Voce. You have that; yes, sir. 

Senator O’Manonry. Let me ask you, Is there any provision of 
the law governing this discretion ? 

Mr. Vocer. Yes, I think there is. I will let Mr. Dunlap respond 
to that if you will permit it. 

Mr. Duntap. It is in section 5(i) of the TVA Act, Mr. Chairman. 
It provides that the corporation may grant such licenses as shall be 
authorized by the Board, and it can also pay the inventor for his con- 
tribution, but that particular part has not been exercised. But the 
discretion is found in the right here to grant the licenses. 

Senator O’Manoney. It is clear, however, from your practice, and 
I assume from the law—I have not read it recently—that your general 
policy is to put the public service first ? 

Mr. Voce. I would like to emphasize that these exceptions are 
rare indeed. They are 5 out of 163 patents. And they are cases that 
have not related specifically to our work or to what we have felt lay 
within the public domain. 

Senator O’Manonry. Has the TVA ever been tempted to adopt 
this policy of letting the contractors obtain the titles to patents? 

Mr. Voce. No, Senator. 

Senator O’Manonery. Well, you have testified here—I would like 
to repeat it, it is on page 4, the middle of page 4: 

As I have said, TVA makes its patents available to industry under royalty- 
free nonexclusive licenses. Fertilizer manufacturers have equal opportunity to 
receive such licenses, and no individual or firm may preempt any TVA invention 
for competitive advantage or for price control. 

To that you added the statement that the policy has resulted in in- 
creased market for the manufacturers of tool and equipment. In 
other words, your testimony is that your policy is of great benefit to 
the public ? 

Mr. Vocer. We are convinced that it is, sir. 

Senator O’Manonry. Thank you very ‘much, Mr. V ogel. 

Senator Lone. Mr. Chairman, here is the statute that the TVA is 
controlled by. There is a provision that the patent rights will belong 
to the Government if an employee discovers something. The lan- 
guage reads this way : 

That any invention or discovery made by virtue of and incidental to such serv- 
ice by an employee of the Government of the United States serving under this 
section, or by any employee of the corporation, together with any patents which 
may be granted thereon, shall be the sole and exclusive property of the Corpo- 
ration. 

Now, if it is decided that this was not made by virtue of such service, 
this football machine was made not by virtue of a man’s employment, 
and it was not incidental to his employment, it was something he did 
after hours on his own time, and it had no connection with his work, 
then under this act these rights would not belong to TVA, but if it was 
in connection with his work or if it was incidental to his work that 
he did this, for example, the fertilizer project, or things of that 
nature, then it would belong to the Government. 

Mr. Vocet. In this case, in acting in accordance with what I am 
sure the Board of Directors at that time believed to be their responsi- 
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bility, it appears they did go to somewhat of an absurd extreme in 
taking out a patent on this. I cited it because of that fact. 

Senator O’Manoney. Mr. Clesner. 

Mr. Cresner. I would like to request that the committee report on 
the patent practices of the TVA go into the record, because reference 
has been continually made to it, “and the statement contains supple- 
mental material to the report, and it could only 

Senator O’Manoney. Do you wish to enter the whole report ? 

Mr. Ciesner. I leave that to the discretion of the Chair. 

Senator O’Manoney. It is an extensive report. And we want to 
give evidence to the public that we are careful in spending money. 

On the advice of the chief counsel, we will enter the report in the 
record. 

(Report referred to appears in the appendix as exhibit No. 5.) 

Mr. Ciesner. Mr. Vogel, in regard to your licenses, I would like to 
bring out the reporting features regarding use to supplement what 
Senator Long has asked you—in other words, how you keep contact 
with the use of the inventions made by TVA ? 

Mr. Voge. I think I will let the man who is responsible for most of 
these contracts, who has it as a daily job, answer. Mr. Walthall, please. 

Mr. Watruaui. Our contracts with these fertilizer producers all 
require that they submit a report to us annually saying how many 
months during the preceding 12 they had used a TVA invention. We 
do not ask them to report tonnages or profit or anything, Just whether 
they used the invention or not. 

Mr. Ciesner. Regarding another facet Senator Long raised in his 
statement as to how you make technical information av ailable, how do 
you dothat ? 

Mr. Wattnatu. We do that by articles written by our employees for 
trade journals, by direct contacts through conferences with repre- 
sentatives of industry and other technicians at our plant and labora- 
tories. We work through State universities, county agents, and all 
groups who reach either the industry or the users of the product. 

Mr. Ciesner. As to your exclusive license that you granted to the 
Mica Manufacturing Co., do you believe that such a right in the TVA, 
the ability to grant such a license, is very beneficial to take inventions 
off the shelf and put them to use? 

Mr. Wauruati. This particular case occurred before I was asso- 
ciated with the Tennessee Valley Authority, but I am sure that it 
was a justifiable measure. This was a device, as I understand, that 
industry was a little bit doubtful of, but we had great confidence in. 
And an exclusive license for a limited period provided a means of 
getting the invention used so that its value could be established. 

Mr. Ciesner. You appeared to be successful, for at least two others 
have taken licenses out since that time. 

Mr. Watruat.. I think the decision has been justified. 

Mr. Ciesner. I have only one other area that I senha like to explore 
with you for a moment. That is the difference of the title that vests 
with a TVA patent as contrasted to that of a Department of Defense. 

Your statute gives anyone the right to sue TVA for an infringement 
in the equity side of the District Court of the United States, and 
it also grants TVA the right to enforce patents if it so desires. 
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Do you believe that such statutory powers as that make your own 
patent position better ¢ 

Mr. WatrHAti. You asked me what I believe. My belief is in the 
affirmative. However, I would like to emphasize that I am an engi- 
neer, and I shouldn’t put myself in the position of arguing law, I 
would rather Mr. Dunlap would respond to that question. 

Mr. Duntar. Could you repeat the question, sir ¢ 

Mr. Cresner. In your case, in TVA’s case, the statute gives you 
the right to be sued for what you own, and it also gives you the right 
to sue others for infringement of your patent. 

In the case of DOD, they hold that—or rather, the Attorney Gen- 
eral doesn’t care to enforce the patent rights held by DOD; therefore, 
they could not give an exclusive license as you did in the case of the 
Mica Co. and have it enforced. It has been DOD’s policy that if they 
did own a patent that they would give a royalty-free license to anyone, 
and they could not give an exclusive license. This is also true with 
other agencies. 

But in your instance, the statute grants TVA this type of au- 
thority. And the query is, Do you think that this type of authority 
as to your title gives you a better title, for example, in the case of 
that exclusive license ? 

Mr. Dunuap. I suppose that is true. This, of course, is consistent 
with TVA’s corporate status in which it can be sued and can sue in 
respect to any matter. And TVA also holds property in its own 
name, that is, personal property, and that would include patent rights. 

Mr. Vocet. I believe I should observe, however, in this connection, 
that we have never sued or been sued in this particular matter. 

Mr. Cresner. That is true. 

But in your report to the subcommittee it appeared that this aided 
you in settlement of claims? 

Mr. Vocex. I think there are many advantages in having a cor- 
porate status; yes, sir, and I am sure this is of assistance, as I indi- 
cated earlier. 

Mr. Ciesner. In other words, it gave you negotiating or bargaining 
»ower that you wouldn’t have had otherwise, at least it appears to 
he so from your statement to us in the report. 

Mr. Vocet. That is probably true. 

Mr. Cresner. That is all, Mr. Chairman. 

Senator O’Mauonry. Mr. Green. 

Mr. Green. No questions. 

Senator O’Manoney. Mr. Dinkins. 

Mr. Dinxrns. May I ask one question ? 

Mr. Vogel, I notice at the bottom of page 4 you make this statement: 

The fact that TVA patents can be used but not controlled has not kept indus- 
try from seeking and obtaining licenses. Some 160 different firms have received 
over 200 licenses. 

Now, we have had some testimony from members of industry that 
a nonexclusive license would not be attractive to them, because every- 
body could make the same thing. And my question to you is this: Do 
you see any difference in principle between this method of licensing 
which you have offered and which industry has gladly accepted from 
that which might exist in other industries making different types of 
products? 
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Mr. Vocet. That is a rather broad question for me to answer. But 
on the basis of our experience I cannot see any real basic difference, no. 

If an industry can make a better product, at lower cost, it seems 
to me that it gains a better competitive position, and that, after all, 
is to the advantage of the buyer, who is the most important man to 
be concerned in this matter. 

Senator O’Manoney. The committee is very grateful, Mr. Vogel, for 
your appearance today. You are now free to depart and catch your 
plane. 

Mr. Vocer. Thank you, sir. 

Senator O’Manonery. Mr. Banta, will you be good enough to come 
back at 2:30 this afternoon. 

Mr. Bana. Yes, sir. 

(Eprror’s Nore.—The resumption of testimony by Mr. Parke 
Banta and associates is printed immediately following his statement 
during the morning session. ) 

(Eprror’s Norr.—The following statement was preceded by the 
testimony of Mr. Parke Banta and associates at the commencement of 
the afternoon session. ) 

Senator Harr. The remaining witness is Dr. R. E. Stewart, of the 
Veterans’ Administration, representing Mr. Sumner G. Whittier, 
Administrator. 


STATEMENT OF DR. ROBERT E. STEWART, DIRECTOR, PROSTHETIC 
AND SENSORY AIDS SERVICE, DEPARTMENT OF MEDICINE AND 
SURGERY, VETERANS’ ADMINISTRATION; ACCOMPANIED BY 
EUGENE F. MURPHY, CHIEF, RESEARCH AND DEVELOPMENT 
DIVISION, PROSTHETIC AND SENSORY AIDS SERVICE, AND 
GRAHAM MOSELEY, SPECIAL ASSISTANT TO ASSISTANT CHIEF 
MEDICAL DIRECTOR FOR RESEARCH AND EDUCATION IN 
MEDICINE 


Senator Harr. Dr. Stewart, may I make the same apology to you? 

Dr. Stewart. Thank you, Mr. Chairman. 

I have two gentlemen with me. 

Senator Harr. Will you please identify them ? 

Dr. Srewarr. On my right is Dr. Eugene F. Murphy, the Chief of 
the Research and Development Division, Prosthetic and Sensory Aids 
Service, and Mr. Graham Moseley, who is a special assistant in the 
medical research program. 

Mr. Chairman, I have a prepared statement which is designed to re- 
spond to the specific questions asked in the chairman’s letter of May 9, 
1960. If it pleases the committee, I will be happy to read it. 

Senator Harr. You may proceed. 

Dr. Stewart. It is a pleasure to have the opportunity to explain the 
Veterans’ Administration’s program on research and development, 
particularly in the field of prosthetic and sensory aids. I shall attempt 
both to answer the questions raised by the subcommittee and to make 
some additional comments on our thinking on possible changes in our 
patent policy. I shall also take this opportunity to bring our previous 
reports up to date and to clarify a few areas of misunderstanding in 
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the subcommittee’s “Preliminary Report on the Patent Practices of the 
Veterans’ Administration,” dated 1959. 

Senator Harr. I would suggest that it would be desirable, if any 
reference is made to that committee print, that it be made a part of 
the record following the prepared statement. 


QUESTION (1): EXTENT AND NATURE OF CONTRACTS 


Dr. Srewarr. The Veterans’ Administration conducts a large scale 
program of medical research, amounting to about $17,344,000 per year, 
mostly by intra-VA projects in VA hospitals. This program is de- 
scr ibed in the attached statement on “Medical Research.” The Vet- 
erans’ Administration also spends approximately $1 million annually 
for research on prosthetic and sensory aids. This latter specialized 
research, development, and evaluation is carried out predominantly 
through actual cost reimbursable-type contracts with universities and 
other research organizations. No grants have been made. There has 
been a gradual trend toward intra- “VA research in prosthetic and sen- 
sory aids, partially because of the organization in 1956 of the Veterans’ 
Administration Prosthetics Center in New York and the establishment 
of a small project on clinical validation of tests on hearing aids by the 
Veterans’ Benefit Office in Washington. 

The principal emphasis in both extramural and intramural research 
on prosthetic and sensory aids has been devoted to the field of artificial 
limbs, which altogether has required approximately three-quarters of 
the total effort since the Veterans’ Administration began support of 
work in these fields in 1946. This great emphasis seemed necessary 
because of the lack of fundamental research in locomotion and on mo- 
tions of the upper extremity compared with the fundamental knowl- 
edge available in other fields and because of the inadequate appliances 
available at the end of World War II. 

Fortunately, fundamental research at universities, particularly at 
the University of California, and development work there and at a 
number of other organizations have led to marked improvements in 
the fate of amputees, both veteran and nonveteran. Through a coop- 
erative program among a number of Government agencies, with the 
Veterans’ Administration by far the largest single contributor, and 
with correlation by the National Academy of Science—National Re- 
search Council, there have been great additions to the stock of funda- 
mental data, improvements in the design of specific artificial limbs 
for practically all levels of amputation and for combinations of ampu- 
tations, and especially introduction of rational principles and im- 
proved techniques for fitting and alining artificial arms and legs and 
for harnessing prostheses for the upper extremity. 

One of the most significant advances has been the introduction of 
the clinic team concept, bringing together the physician, the pros- 
thetist (or fitter of artificial limbs), the therapist, the amputee himself, 
and an administrative specialist. This concept, arising from the early 
research in the suction socket program, was pioneered through 30 
formal clinic teams at key outpatient clinics of the Veterans’ Adminis- 
tration. The Veterans’ Administration now operates 50 additional 
informal clinic teams in other outpatient clinics and hospitals, and a 
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survey in 1958 showed that there were 200 similar clinic teams outside 
» ° "eSye™ ° . ° © ese . 
the Veterans’ Administration, to serve primarily the civilian disabled. 


QUESTION (2): PATENT RIGHTS 


The various types of patent clauses used in the Veterans’ Admin- 
istration’s research program in prosthetic and sensory aids are listed 
in detail in the appendix to this subcommittee’s “Preliminary Report 
on the Patent Practices of the Veterans Administration,” in 1959. 
The so-called short form patent clause, by an unfortunate clerical error 
on our part, was listed on page 9 of that report as used by the Na- 
tional Academy of Sciences, Contract VAm-21223. Actually the 
“modified short form” patent clause on pages 10 and 11 was used by 
the National Academy of Sciences under Contract VAm-21223, which 
has now become inactive, as well as under Contract V1005M-1914, 
which remains active. 

A brief description of the history of the various patent clauses may 
assist your subcommittee. The original work on prosthetic and sensory 
aids was initiated by the Office of Scientific Research and Develop- 
ment late in World War II, through a prime contract with the Na- 
tional Academy of Sciences, which in turn made subcontracts with 
Northrop Aircraft, University of California, and a number of other 
research organizations. It seemed natural at that time to incorporate 
in the National Academy of Sciences contract a standard OSRD 
patent clause. The prime contract while under the Office of Scientific 
Research and Development was OEM emr-522. It was transferred on 
October 31, 1945, to the War Department as W-49-007-MD-347, O.I. 
No. 132-46, and later, on July 1, 1946, to the Veterans’ Administration 
as VAm-21223, retaining the same “modified short form” patent 
clause. After renewal for many years, the contract was replaced on 
June 30, 1958, by an essentially similar contract, V1005M-1914, which 
attempted to consolidate the many amendments which had been made 
in the original contract. 

A “long form” patent clause was developed by the Judge Advocate 
General’s Office of the Army about 1946 at the request of the late 
Honorable Robert Patterson. As Under Secretary of the Army dur- 
ing World War II, he had actively urged civilians to work in war 
plants. After the war he was told that about three times as many 
amputations had resulted from accidents in war plants as from mili- 
tary service. He also felt there was a moral obligation to assure that 
civilian amputees as well as service-connected amputee veterans should 
receive the benefits of improvements arising from the then new re- 
search program on artificial limbs which the Army had been instru- 
mental in stimulating and supporting. 

The “long form” patent clause resulted from a number of confer- 
ences and informal discussions involving the Judge Advocate Gen- 
eral’s Office of the Army, the National Academy of Sciences, the De- 
partment of Justice, and the Veterans’ Administration. It aims to 
assure that no royalties will be charged for the use of “subject inven- 
tions” made under the contract for use in prosthetic devices for either 
Government beneficiaries or anyone else. In an unusual concession, 
compared with most Government contracts, the contractor similarly 
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authorizes royalty-free licenses under his background “contractor’s 
patent rights” for the manufacture of devices of the type of, or related 
to, the subject invention, not only for the Government but for others 
as well. The point of this concession was to permit the manufacture 
on a royalty-free basis of an artificial limb component which happened 
to include features which had already been patented by the contractor 
before his contract began. 

It was considered advantageous to the Government to leave to the 
contractor the naked title to a “subject invention” and to secure for 
both the Government and nongovernmental users royalty-free use of 
background patents needed to practice the “subject invention.” The 
contractor has no possibility of gaining royalties from use in prosthetic 
devices of either the “subject invention” or his own background pat- 
ents. Further, he yielded to the Government complete control of 
issuance or revocation of any licenses which might become necessary 
to protect the public interest. 

The “long form” patent clause, exceptionally liberal from the stand- 
point of concessions made by the contractor, not only to the Govern- 
ment but to others, was originally incorporated in subcontracts under 
the National Academy of Sciences’ prime contract. Acceptance was 
urged because of the humanitarian nature of the artificial-limb pro- 
gram and a feeling of responsibility to disabled civilians as well as to 
veterans. The “long form” patent clause in the various subcontracts 
under the National Academy of Sciences contract VAm-21223 repre- 
sents, we feel, the “judgment of the contracting officer” on “the dis- 
posal of the title to and the rights under any application or patent,” 
and, in accordance with the “modified short form” patent clause of 
the prime contract, this judgment shall be accepted as final. 

When, in the evolution of the prosthetics program, some of the former 
subcontractors became direct Veterans’ Administration contractors 
and others were added, an effort was made to include the “long form” 
patent clause in the new direct VA contracts. In some cases, how- 
ever, the contracting organizations, during the preliminary negotia- 
tions, asked for other forms more consistent with their customary 
policies. 

In some cases, the Veterans’ Administration has attempted to obtain 
all rights to discoveries or inventions made during the contract, but 
has been willing to waive the possibilities of royalty-free licenses for 
itself and for civilian use under background inventions or “contractor’s 
patent rights” which would have been available under the “long form” 
patent clause. The “short form” patent clause and modifications to 
it, pages 9 and 10 of the subcommittee’s preliminary report, have been 
used particularly with universities or other organizations which did 
not have relevant background patents likely to be infringed by the 
manufacturer of devices emerging from the prosthetic and sensory 
aids research program, or, indeed, when the fundamental rent 
to be conducted was relatively unlikely to produce patents. Some 
universities, unwilling to undertake responsibility for patent searches 
and prosecution of applications, have asked that these functions be 
excluded. As a practical matter, no patent applications were ever 
filed arising from the basic medical research at the University of Chi- 
cago and Columbia University, which requested such exclusions. 
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QUESTION (3) : ACTUAL USE OF PATENT RIGHTS 


The question of use of inventions arising out of research has been 
discussed on pages 5 to 7 of the subcommittee preliminary report, 
“Patent Practices of the Veterans’ Administration.” The widespread 
improvement in artificial arms since World War II has been beneficial 
to both veterans and civilians. The prosthetic armamentarium avail- 
able for prescription includes many components arising from the 
research program. Some of these were patent, though others, reach- 
ing the market without formal patent procedures, entered the public 
domain through publication when that method seemed to protect ade- 
quately the interests of the Government and the disabled. 

Incidentally, it is encouraging that, with the growing stock of 
fundamental information available and the basic designs of mecha- 
nisms worked out under the Government-sponsored research program, 
manufacturers of components and hardware are now beginning to 
introduce small improvements and new models at their own expense. 
This trend frees Government support for work on fundamental prob- 
lems which have not yet attracted commercial interest in the extremely 
small artificial limb industry. Under such circumstances, the role of 
the Government-sponsored artificial limb research program is merely to 
evaluate such new devices developed by the commercial manufacturer 
at. his own expense if the improvement seems to be of general interest. 
Such evaluations primarily protect the Veterans’ Administration in 
entering such items on supply contracts but secondarily protect. the 
general amputee population against widespread use of an unsatisfac- 
tory device. The commercial manufacturers have been very coopera- 
tive about submitting such models for evaluation purposes and in 
accepting the results. 

A wide-scale field study of both specific devices for arm amputees 
and the overall amputee management program was made in both Vet- 
erans’ Administration and private clinic teams, many of the latter 
being set up primarily as a result of this evaluation program. A 
comparison of elbow locks, for example, showed a dramatic increase in 
the use of elbow locks controlled from shoulder harness, arising from 
the artificial limb research program, compared with the previous 
practice which often ae above-elbow amputees to operate the 
elbow lock manually. 

A very large number of the other devices which have reached 
clinical usefulness represent either devices or techniques from the 
artificial limb program. Some, like the terminal devices developed 
by Col. Maurice J. Fletcher and others, of the Army Prosthetics Re- 
search Laboratory, and patented in their names by the Army, are 
available on a royalty-free basis to civilians as well as to veterans. 
Though developed in the cooperative Government artificial limb pro- 
gram, these patents are controlled by the Army rather than by the 
Veterans’ Administration. 

Other devices are not patented because they represent improve- 
ments or reduction to practical usefulness of ideas originally disclosed 
in very old and long-expired patents. The suction socket, for example, 
was patented in 1863, but never attained clinical use in this country 
until it was further refined and the anatomical basis for fitting it to 
the individual amputee was developed through the University of Cali- 
fornia and others in the artificial limb program with the cooperation 
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of a large number of members of the artificial limb industry. An im- 
portant factor in its present success is prescription by a suitably trained 
orthopedic surgeon and construction by a limbmaker or prosthetist 
who has been specially trained in the same suction socket school with 
the surgeon. While the Veterans’ Administration, directly or through 
its contractors, conducted most of the 33 suction socket schools which 
were held between 1947 and 1955, the civilian disabled population has 
benefited from this training. Since 1956 these courses have been 
offered in expanded form by university-level prosthetics education 
programs. 

Many of the ideas which have been developed and disseminated by 
the Veterans’ Administration’s Prosthetics Center, although not 
patented, have been both profoundly useful and highly effective with 
hoth civilians and veterans. One example was the refinement of a 
method of plastic lamination over a wooden artificial limb structure 
in place of the rawhide covering which was previously conventionally 
used. A number of groups have played a role in the development of 
this concept, culminating in the VA Prosthetics Center evaluation on 
a substantial clinical scale and then presentation by VA Prosthetics 
Center members of a number of demonstrations at national and re- 
gional meetings of the trade association of the limb industry, the 
Orthopedic Appliance & Limb Manufacturers Association, and its suc- 
cessor, the American Orthotics & Prosthetics Association, which is 
approaching the status of a scientific society. 

In summary, in our opinion, inventions rising out of research car- 
ried on by the Veterans’ Administration, whether through its own em- 
ployees in the VA Prosthetics Center or elsewhere, or through con- 
tracts made with others, and whether culminating in patents or not, 
have had very beneficial influences for all disabled. 


QUESTION (4): UNIFORM PATENT POLICY 


The Veterans’ Administration considers that a uniform Government 
policy with respect to all patents arising from our research contracts 
or grants might prove to be impractical under present circumstances. 
We have had considerable difficulty in obtaining adherence to even a 
few basic types of policies within our own program because of the 
need for flexibility in conforming as far as practical to various policies 
of different contractors. We believe that research should be con- 
ducted by talented and enthusiastic individuals at institutions which 
are willing to undertake nonprofit research contracts. In obtaining 
these two important considerations, we have found that it is imprac- 
tical to insist rigidly upon a single Veterans’ Administration policy 
which may run contrary to the customary policies of the research 
institution, at least in the absence of a uniform Government patent 
policy. 

A uniform Government patent policy, rigidly applied, might con- 
ceivably force all institutions which wished to do business with the 
(rovernment to yield to this single policy, but we wonder whether 
such a policy is wise. Compliance might easily be forced from those 
institutions most heavily dependent upon Government contracts, but 
the policy might well drive away from service to Government some of 
the most valuable and hence potentially most independent institutions 
which can obtain grants from private donors or contracts from indus- 
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try. While we have no direct information on this contingency, your 
subcommittee may wish to explore it before advocating a single stand- 
ard patent clause for all Government agencies. 

1e Comptroller General, in his statement of March 10, 1960, 
which is quoted in the chairman’s letter, suggests two alternatives: 
The Government taking title to patents (as, for example, in our so- 
called short-form patent ciause) or retaining a royalty free license 
covering all governmental uses. We believe that the latter alterna- 
tive is undoubtedly a minimum requirement of any patent clause 
which any reasonable contractor would gladly grant. As a prac- 
tical matter, our other forms of patent clauses have provided a num- 
ber of other alternatives which perhaps lie between or even beyond 
the alternatives suggested by the Comptroller General. These varia- 
tions are in terms of giving the Government, for example, access to 
background patents adenda the “contractor’s patent rights” in the 
long-form patent clause; the right to designate others an shall re- 
ceive royalty free licenses for manufacture of devices even for non- 
governmental use; the power to require such licenses to be revoked ; 
and the extension of the right to designate licensees not only to “subject 
inventions” made under the research contract but also to background 
patents under “contractor’s patent rights.” 

We further feel that the nature of the patent rights which are re- 
quired by the Government partially depend, as your subcommittee 
has implied, upon the respective legal responsibilities of the various 
agencies. Our interest in providing prosthetic devices not only for 
veterans but in seeing that all disabled may benefit from prosthetics 
research may be very different from the responsibilities of some 
agencies to develop better devices for their own immediate functions. 


QUESTION (5A): EFFECTS OF PATENT CLAUSES ON RESEARCH GOALS 


The entire policy of the Veterans’ Administration’s research pro- 
gram, particularly in prosthetics, has been to encourage voluntary 
nonprofit efforts in humanitarian fields and to make available the 
results, so that not only veterans but all others may benefit. In gen- 
eral, exchange of information and freedom from secrecy and other 
restrictions have been sought. A wide-scale exchange of information 
among the developing laboratories and complete freedom to publish 
have been features of the policy. 

Patents have been sought only for protection of the interests not 
only of the Government but of all disabled. All concerned agreed 
that mere publication of a major patentable invention would not pro- 
tect against issuance of a patent to some “outsider” who filed a 
patent application within a year of publication. Such an individual 
might obtain a valid patent entitling him to exclude the Government 
because he filed in good faith as a result of independent invention be- 
fore the date of publication. Even if he filed fraudulently, generally 
the Government would have no easy way of proving the fraud. 

The typical patent clauses have required that the contractor either 
file an application promptly himself or submit the necessary doc- 
uments to the Government to permit it to file promptly after first 
public use of publication. The patent policy has not tended to ham- 
per prompt publication of the results of the research and development 
program. As a matter of fact, during the prosecution of a number 
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of the applications it was necessary for the inventors employed by 
our research contractors to file special affidavits establishing their 
own invention ahead of the date of the publication of their own report 
or section within a composite report of the artificial limb program. 
Thus, the availability of such devices has not been delayed by the 
patent policies. 

The typical patent clauses provide for the right of the Government 
to reproduce for governmental purposes the reports, drawings, and 
other technical data developed by the contractor. Asa practical mat- 
ter, serious efforts have been made to give widespread distribution to 
these data by publications by the contractors themselves, distribution 
of reports to interested organizations and individuals not only in this 
country but abroad, and the subsidy of the magazine Artificial 
Limbs, published by the National Research Council. University- 
level prothetics schools were originally organized and completely 
financed through VA projects, including development of numerous 
teaching aids and manuals in upper-extremity prosthetics and above- 
knee prosthetics, and support of the teaching staff during the early 
operation of the schools. Most of the material taught at these pros- 
thetics schools had been originally developed at research projects. 
Much of the teaching material also related to fitting and harnessing 
techniques and to clinic-team-management principles arising from the 
research program but essentially unpatentable in nature. 

Data have been exchanged freely within the technical committees 
and subcommittees of the National Academy of Sciences-National 
Research Council, which under Veterans’ Administration contract has 
had the responsibility of correlating the artificial-limb program in- 
volving a number of agencies and universities and other laboratories. 


QUESTION (5B): SENATE BILL 3156 


We readily agree with the intent of S. 3156 insofar as prohibiting 
exclusion of the U.S. Government, or any department or agency 
thereof, is concerned. In its present form, however, it would re- 
quire that some of our patent clauses such as our “long form” would 
have to be submitted to the National Science Foundation and to the 
Attorney General before they could be permitted. The “long form” 
patent clause, leaving naked title in the hands of the contractor, ad- 
mittedly leaves the contractor the right to exclude unlicensed mem- 
bers of the public from practicing in competition with such a con- 
tractor. Asa practical matter, no action has ever been taken to exer- 
cise such a le, but it was an integral part of the policy suggested 
by the late Judge Patterson. 

We venture to suggest that the effect of such a bill may well be to 
discourage agencies from using patent clauses which leave any ves- 
tige of patent or copyright title in the hands of contractors. This 
policy may well be desirable in some cases, leading to the equivalent 
to our “short form” patent clause which is appropriate under certain 
circumstances. There is, however, we believe, considerable theo- 
retical advantage to the Government in our “long form” patent clause 
which makes “subcontractor’s patent rights” as related to the manu- 
facture of prosthetic devices available under the same terms as the 
“subject inventions” produced under the contract and which assures 
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the availability on a royalty-free basis not only for governmental 
purposes but for nongovernment use. 

When the contractor has no possible interest in a patent including 
yielding even the possibility of uses outside the field of prosthetic 
devices or sensory aids, he is understandably reluctant to divert from 
interesting research studies at the time and energy that would be 
necessary to prepare a disclosure in sufficient detail to allow determina- 
tion of patentability. He is thus likely to overlook patentable ideas or 
to decide on the basis of only partial data that a device is not patent- 
able, whereas a careful study might disclose elements to which good 
claims could be drawn. We, therefore, suggest that, both in our own 
patent clauses and perhaps in the final drafting of S. 3156, some pro- 
vision might be made to allow the contractor to retain rights to patents 
for commercial uses in areas completely unrelated to the subject work 
of the contract for customers other than the Government or its depart- 
ments and agencies. Even this modest incentive will not deprive the 
Government of any right to inventions contemplated under the con- 
tract, yet may stimulate the contractor to take the trouble to prepare 
disclosures and ultimately to prosecute patent applications more vigor- 
ously in accordance with his responsibilities to protect the Govern- 
ment’s direct interests. 

(Preliminary report of the Subcommittee on Patents, Trademarks, 
and Copyrights referred to appears in the appendix as exhibit No. 6.) 

Senator Harr. Dr. Stewart, thank you very much. The attach- 
ments which are part of your statement will be made a part of the 
record in full. 

(The attachments referred to appear in the appendix. Addendum 
to statement before Subcommittee on Patents, Trademarks, and Copy- 
rights of the Committee on the Judiciary, U.S. Senate, by Dr. Robert 
E. Stewart, representing the Veterans Administration, appears as 
exhibit No. 7, and statement on “Medical Research” [in the Veterans’ 
Administration] appears as exhibit No. 8.) 

Mr. Ciesner. Your original statute states that the results of your 
investigations and your prosthetics research program are to be made 
available to private or public institutions and agencies and to indi- 
viduals in order that the unique investigative materials and research 
data in the possession of the Government may result in improved pros- 
thetic appliances for all disabled people or persons. 

Dr. Stewart. That is right. 

Mr. Cuesner. In other words, anything that results from your pro- 
gram is not merely for governmental use or purpose ? 

Dr. Stewart. No, sir, it is available—we are required to make it 
available to the general public. 

Mr. Ciesner. Now, it has been suggested by many people that in 
many instances it is sufficient for Government agencies in contracting 
if they merely accept a license to manufacture and use for govern- 
mental purposes. Would this be sufficient for the VA to carry out its 
mandate ? 

Dr. Stewart. In this particular program, our method of providing 
prosthetic appliances such as artificial limbs to patients is to utilize 
the private limb shops throughout the country. There are about 265 
such shops; they are all small business organizations who supply limbs. 
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If we make a device available to a veteran, we procure this device 
from one of these facilities by means of a national contract with them. 
So when we make a device, a component, a method, or a technique 
available to a member of the limb industry, or to the entire limb 
industry, we automatically make it available to everyone else in the 
country, because the facilities have it to sell. 

Mr. Cresner. I understand that you have in your patent clauses 
license rights other than merely the right to manufacture and use for 
governmental purposes. But my question is: Could you carry out 
your statutory mandate if you contracted and merely retained a license 
tothe Government to manufacture and uce any inventions which might 
be forthcoming ? 

Dr. Stewart. I would prefer to have an assignment. Under most 
of our contracts, we are permitted or can require an assignment of all 
the rights under the patent, leaving the naked title to the inventor. I 
think you have to give the inventor some credit for the work that he 
does. As far as I am concerned, I believe we could better make 
devices available to the public if we had complete control of the patent. 

Mr. CLesner. Why I asked that is this: If you only retain such a 
license, the contractor, if he so desires, would have the power to 
deprive others in the commercial market of the use of the invention: 
would he not ? 

This is not your contract clause, this is merely 

Dr. Stewart. This is in case that we would license a manufacturer 
to make a component 

Mr. Ciesner. No; this is if you contract with a contractor, and in 
the contract you merely retain a license to manufacture and use the 
invention throughout the world for governmental purposes—this 
is not for the commercial market—would you be able to carry out your 
statutory mandate? 

Dr. Stewart. Yes; we can, because, as I said before, when you make 
a device available to a veteran or to the public, you make it available 
to the entire amputee population or the disabled population. 

Maybe I am misunderstanding your question. 

Let Gene Murphy try it here. 

Dr. Murruy. Do I understand, Mr. Clesner, that you are suggest- 
ing that if we follow the practices of some agencies of only taking a 
royalty-free license for the Government but leaving all other rights 
in the hands of the contractor, you then raise the question: Could we 
follow out our statutory requirement ? 

Mr. CLesner. Yes. 

Dr. Murpuy. I think that this would no doubt depend upon your 
definition of whether governmental use extended that far. Frankly, 
I wouldn’t know, but I would be very skeptical about it. 

Mr. Cresnrr. Most of these other agencies do not extend Govern- 
ment use for that purpose. 

Dr. Murpuy. Most other agencies do not have this requirement we 
have. However, we have felt that we needed more than merely a 
royalty-free license for direct governmental use. This had been our 
point even before the law which you quote was passed originally in 
1948. We already had the “long form” patent clause in practice. 

Mr. Ciesner. But in effect you could not fulfill your statutory 
requirement ? 
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Dr. Murvuy. I don’t think so. 

Mr. CLesner. Now, in the foreword to the patent practices report 
on the Veterans’ Administration of this subcommittee, the fourth 
paragraph, it is stated : 

The justification for leaving title with the contractors is that the Government 
has reserved the right to direct the contractors to issue royalty-free licenses, 
when and if the VA finds that such licenses are necessary to accomplish the 
statutory purpose to permit all disabled persons to share in the benefits of a 
patent ‘lis-overy. However, the fact that the VA itself has not maintained a 
complete record of the use made of these inventions and has never had occasion 
to use its power to compel such licensing, leaves doubt as to whether the VA 
is in a position to say with confidence that the statutory purpose of making 
the results of its prosthetics research availabie to all disabled persons has, in 
fact, been fully accomplished. 

Do you care to comment on that, please ? 

Dr. Stewart. Yes, I would like to comment on that. 

I would like to go back to 1946, for the benefit of the committee. 
As you may recall, at that time there had been an investigation which 
severely criticized the limb industry and the Veterans’ Administra- 
tion because good prosthetic devices were not available. 

In the 80th Congress, Public Law 729 was passed setting up $1 
million a year for research in artificial limbs and related fields. At 
that time there was a great clamor for us to get devices out immediately 
so we could get them on the veterans. As a matter of fact, they hardly 
gave us time to set up a research program. 

I will admit that there were probably some shortcuts taken at that 
time, which we wouldn't do today, in order to get these devices out and 
get them on the amputees. In so doing there were a few mistakes 
made. But in making this improvement available to the public, we 
have tried as much as possible to publish everything that we have done 
in this prosthetic research program through “Artificial Limbs.” This 
is ascientific publication which goes to all the orthopedic surgeons and 
all the physiatrists in this country and some abroad, and it goes to all 
the limb industry in this country. 

This is just one publication of many in which we outline techniques 
and methods of fabrication. Everything new that is developed in 
this program is eventually covered as soon as we possibly can in this 
publication. 

We have a very good exchange program with Canada. In this par- 
ticular issue [displaying Autumn, 1957] that you have, there is 
covered the Canadian hip-disarticulation prosthesis, which we now 
use in this country routinely on our hip disarticulations. But it was 
invented and developed in Canada. We freely exchange information. 
No one has ever received a royalty from this program that I know of, 
and I don’t think anyone ever will. 

We can meet our obligation to see that the public gets the benefit of 
this research partially By the fact that we train people such as our 
consultants. The fact that we train an orthopedic consultant in this 
particular field helps to establish a method of getting this to his 
civilian patients as well as to veterans. It has been our policy, all 
the way through, to make everything that we have available to the 
public. 

There seems to be a misconception that the way to get prosthetic 
devices on people is through patents. The patents only permit you to 
have components which go into the actual fabrication or making of 


I 


id 


eS 


ar 
1s 
] 
he 
ic 


of 


GOVERNMENT PATENT PRACTICES 117 


the total device. What we have done in this research program in a 
modest way is to improve the component parts: the knee joint, the 
ankle joint, the feet, the hip joint, the hardware, the elbow joint, the 
wrist-flexion units, and the other components that go to make up these 
devices. 

One of the goals of this program is to train people that have the 
responsibility of caring for the patient and applying the concepts that 
are required and necessary to put a properly fitted device on the 
patient. That is how we bring these new concepts to the public. 

I don’t think that the actual holding of a patent has very much to 
do with whether or not the public is supplied with the best type of 
device, except that the patent acts as a protection for the Government 
so that no one else can go in and patent an idea upon which we have 
conducted research. That is the only reason why we have patents 
as far as the program is concerned. 

Senator Harr. The publication to which the doctor has referred 
will be made a part of the committee’s files in order that reference 
may be made to it. 

(The publication referred to will be found in the files of the com- 
mittee. ) 

Dr. Mcurrpuy. May I comment in addition, Mr. Clesner? 

While we have no complete record, as the foreword to your report 
points out, as to the use of the patents, we have been so thoroughly 
familiar with this very small industry and -the very few, perhaps 
seven or eight, manufacturers of devices that have come. out of the 
research program in any way, that we have intimate knowledge of 
what is going on there. In the last few days I have telephoned all 
of them to ask whether, in fact, they have ever paid any royalties to 
anyone else or received any royalties when they themselves formerly 
had been subcontractors of the National Academy of Sciences. 

The invariable answer was “No.” Usually they were quite upset 
at the thought anyone could even believe that there had been any 
royalties in this program. 

Mr. Daulton, of Sierra Engineering Co., for example, a former con- 
tractor in the artificial limb program and manufacturer of the Army 
prothetics research laboratories teminal devices, the Northrop elbow 
lock, and many other devices from the program, many of them un- 
patented, said that in the 14 years that he had been in the program he 
had never heard of any mention of royalty at all. A number of other 
people have expressed similar thoughts. 

I also have called some of the old contractors, many of whom have 
not even been associated with the program for years. They, too, have 
never heard of any royalties, they have never collected any themselves, 
and they had no expectation of collecting any. 

Nevertheless, I think it would be desirable to have, and we have plan 
to set up, a formal, organized way of getting an annual report for the 
life of that patent from every holder of a patent under this program. 
Frankly, I have been too much involved in the preparation of a book 
on artificial limbs which will be published this summer to have the 
time to do this as yet. 

Dr. Stewart. This omission has been a laxity on our part, because 
this is such a small program. Our problem has been to find someone 
to manufacture the device, because the demand is so small that many 
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times it is necessary even to help and assist them with subsidization in 
tooling up to make one of these devices, or you wouldn’t even get it to 
the market at all, because the demand is too small for it. 

Mr. Ciesner. We appreciate that, sir. 

We also recognize that it is possible for you to have knowledge of 
the use of the end product itself and that Dr. Murphy mentioned that 
he did make a spot check to determine whethere there was a need to 
invoke license rights retained by the Government. Both of you gen- 
tlemen suggested that it would be worth while having more frequent 
reporting by this means to check if possibly there were some mal- 
feasance, so that you could carry out your function more effectively. 
This is the purpose of the subcommittee in mentioning this in its fore- 
word of its report. 

You state on page 11 that your patent policy has not tended to 
hamper prompt publication of the results of researc. and development 
programs. 

Now I take it from this statement that it makes no difference 
whether or not it is with the “short form” patent contracting clause 
or with the “long form,” in other words, this is a statement which 
applies to one as well as the other. 

Dr. Stewart. That is right. 

Mr. Ciesner. My reason for asking was that yesterday we heard 
from Dr. Waterman, who made the statement that if all patent rights 
are retained by the Government, the flow of scientific information may 
be impeded more than if it retains only a license. In view of your 
experience and statement it doesn’t appear that when you use a short 
form which retains title to the Government and a long form which 
retains more than the National Science Foundation’s simple license, 
but several licenses, that it impedes the flow or publication of scientific 
information. 

Dr. Stewart. That is right. In this particular field that has been 
the case, and we have had no problems insofar as patent applications 
are concerned, whether you include the short form or the long form, 
until this year, when we had one. 

You will notice in our corrected statement that we had to change the 
formula from the long ferm to a “modified long form” for the Uni- 
versity of California, on which they insisted—and we negotiated 9 
months on this before it was finally concluded—and finally when it was 
apparent that this was the only type of a contract that we could get, it 
was submitted to the General Counsel and approved. We went ahead 
with it because we did not want to interrupt the study, which was 
about to be productive. 

But they indicated that this was to bring our patent policies in line 
with other patent policies which the university had with other agencies 
and institutions. 

Mr. CLesneEr. I would also like to note that on page 6 of your state- 
ment you state— 


As a practical matter, no patent applications were ever filed arising from 
basic medical research— 


with a list of two universities which requested such exclusions. Why 
I refer to this is that in this instance you use essentially your “short 


form” by which the Government takes title because universities them- 
selves do not desire to be bothered with anything in this area. 
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I would just like to make a point that this policy differs from the 
policy which we heard yesterday from Dr. Waterman of the National 
Science Foundation whereby under the grant they automatically 
leave it to the university to decide whether or not it so desires to keep 
title. 

Dr. Murpuy. Mr. Clesner, we might comment on the fact that 
neither of those projects was ever really likely to result in a patentable 
idea. The one at Columbia University was on the study of creatine in 
the urine of amputees as a possible measure of the atrophy of the 
muscles of the stump. There is not likely to be anything patentable 
in such a case. 

Mr. CLesner. We also heard that this is one of the reasons why the 
National Science Foundation carries out the policies that they do. 
But the point is that even though this actual research may not, it is 
possible that it might. It is even possible that a great number of basic 
and more important inventions may really be discovered as a result 
of or by serendipity—e hance—under your programs. 

Therefore it appears under your type of procedure that the Govern- 
ment would be protected if such an event would occur. 

Dr. Stewart. That is right. 

Dr. Murpny. May we suggest, sir, that the artificial limb field par- 
ticularly and the prosthetic and sensory aids in general, is a very 
specialized little field, and we certainly do not pretend to understand 
the entire field of science which Dr. Waterman was discussing. 

Mr. Ciesner. That is true. But you also referred to your basic 
medical research. Your basic medical research program is certainly 
quite broad in scope. But if you recall, the Veterans’ Administration 
has joint programs with NIH, and also in our patent practices report 
there were several inventions that were cited which deal with a blood 
oxygenator, and it is quite possible that other inventions along those 
lines of a broad scope would be forthcoming. 

Dr. Murreny. That is under Mr. Moseley" S program. 

Mr. Ciesner. We have heard earlier today from the HEW, which 
also carries out extensive medical research. In practically all in- 
stances they take title, except under their cancer chemotherapy pro- 
gram. Do you people think it would wise to have a uniform pr ogram 
that should relate to both HEW and also the VA in relationship to 
medical research ? 

Dr. Stewart. I would like to comment on that, and then let Mr. 
Moseley make some additional comments. 

There is quite a difference between the Veterans’ Administration 
medical research program and that carried out by HEW. The great 
bulk of the total amount of medical research is intramural, insofar as 
the Veterans’ Administration is concerned. The patent policies would 
be covered, I believe, through the Executive order for Government 
employees. 

Is that correct, Mr. Moseley ’ 

Mr. Mosetey. Yes. In our VA medical research program, as dis- 
tinguished from the prosthetics, we have intra-VA research labora- 
tories in approximately 125 or 130 VA hospitals or clinics. We do 

very little in the way of contracts, and have no grant research. 

Mr. Ciesner. Do you have any ? 
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Mr. Mose.ey. We have no contracts for the actual performance of 
research. We contract for specialized services in support of research 
which we can obtain more economically and more efficiently from some 
supporting organization. For example, we have a contract with the 
National Research Council for statistical followup studies where they 
have followup units that are more efficient than we could have, and 
they can do this more efficiently and economically than we ‘can do it 
with our staffs. 

We also, along with six or eight agencies, contribute to the Bio- 
Sciences Information Exchange, which is a centralized agency con- 
cerned with what is going on in biological research. They assist us 
in compiling our annual report, and we also use them for reference. 
We get a specialized service from the Department of Agriculture on 
analysis of pine pollen constituents which they are peculiarly equipped 
to do from their Forest Products Laboratory in Madison. 

We have two or three different relationships with the Bureau of 
Standards through a transfer of appropriations which is in a sense a 
contract with a letter of agreement for specialized services that they 
can perform and we cannot. But we have no actual contracts to do 
research per se. 

Mr. CLesner. You have such authority / 

Mr. Mosetey. Yes, and for grants. But we have not utilized the 
grant authority at all. 

Now in the past we have had contracts with some medical schools 
before our own intra-V A program grew to its present stature. And as 
far back as 1951 and 1952 we were putting over $1.5 million a year into 
contractor research which was in many respects rather a grant pro- 
gram, but which was done in the format of a contract with the institu- 
tion, to support specialized fields of research. Those were all cost- 
reimbursable contracts, and no profit whatever. 

Mr. Ciesner. What form did you use in those contracts ? 

Mr. Mosetey. Again, it was the short form in most cases, and it re- 
tained either the full rights or royalty-free licenses. However, in none 
of these has there been a patent project, to my knowledge, in any con- 
tract that we had. 

These again were medical studies, techniques, and not the produc- 
tion of a piece of equipment which normally you would associate with 
the patent development. 

Senator Hart. Any further questions? 

Mr. Wricut. Just one question. 

Mr. Green suggested a question to me that I thought should be 
answered, and that is whether the civilians pay a higher or lower price 
or the same price for these prosthetic devices that veterans pay ? 

Dr. Stewart. That I could not answer. We have conducted a 
number of studies on the cost of prosthetic devices throughout the 
country. We make national contracts with all the limb manufac- 
turers for procurement of artificial limbs. We have compared the 
prices aaa are bid on our contracts against the prices bid on State 


rehabilitation contracts, and we have found that the amounts vary 
just a few dollars one way or the other. 

Mr. Wricut. You have made no comparison which would tell you 
what individuals have to pay—what I am getting at is whether you 
are in a position to say at all on the basis of what you have learned 
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or what you have found about the extent to which, if at all, the pos- 
session of these patent rights may have been reflected in the price 
charged to the ordinary nonveteran purchaser. 

Dr. Stewart. Well, I believe we can state that the civilians do not 
pay essentially more than the Veterans’ Administration pays for arti- 
ficial limbs. 

Mr. Wricut. Thank you. 

Senator Harr. Are there any further questions? 

No response. ) 

Senator Harr. I think that even we laymen can testify to the ex- 
traordinarily fine reputation you and the Veterans’ Administration 
gained in your pursuit of more effective means of aiding those who 
were unfortunate enough to lose their limbs to adjust, and after an 
exposure of 15 minutes to your publication, I am even more impressed. 

Dr. Stewart. Thank you, Senator; 

Senator Harr. This concludes the\scheduled testimony for this 
series of hearings of the committee. And the committee stands ad- 
journed, subject to the call of the chair. 

(Whereupon, at 4:35 p.m., the subcommittee adjourned, subject 
to call of the Chair.) 





